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THE WEBB LAW, ITS SCOPE AND OPERATION 


In connection with the lively interest displayed by American 
business men in the new situations which have developed in inter- 
national trade as a result of the world-war, the so-called Webb law 
is receiving a noticeable share of attention. 

Excluding all merely temporary, war-time legislation, it is the 
most important piece of legislation enacted by Congress during 
the war for the promotion of American export trade. Together 
with the Federal Reserve Act, and the act authorizing the War 
Finance Corporation to furnish credits to finance foreign trade, 
the Webb law represents a noteworthy forward step in the consum- 
mation of an American foreign-trade policy. Already a literature 
of considerable volume has grown up on the Webb Act, and one of 
our large law schools has included a study of this law in one of 
the courses of its curriculum. 

Moreover, interest in the Webb law is not confined exclusively 
to this country. The provisions of the Act and its operation have 
been the subject of numerous articles in foreign publications. 
With one or two exceptions, which will be noted further on, the 
comments on the law which have appeared in the foreign press have 
not voiced any unfavorable criticism. On the contrary, the Act 
has been pointed to as a model statute. 
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Attention has been called particularly to the fact that the 
Webb Act represents the first effort involving compulsory regis- 
tration of trade combinations and a certain degree of control of the 
activities of such combinations by a government agency under a 
special law. A similar plan for government control of cartels and 
syndicates was advocated at different times in Germany and also 
in Austria, in connection with official cartel enguétes in the years 
1902 to 1908. In Great Britain this method has apparently 
strong support in the British Board of Trade. The Committee on 
Commercial and Industrial Policy After the War, in its final 
report’ recommended that 
it should be a legislative requirement that all international combinations or 
agreements to which British companies or firms are parties, made for the 
regulation of the prices of goods or services, or for the delimitation of markets, 
should be registered at the Board of Trade by the British persons, firms or 
companies concerned, with a statement of the names of all the parties thereto, 
and of the general nature and object of the combination or agreement; and 
that all modifications of such agreements and all adhesions and withdrawals 
should also be notified. 

As to combinations or agreements between British firms, the 
Committee recommended that it should be optional for the parties 
to register at the Board of Trade, but that any price or other 
marketing arrangements or agreements registered should be enforce- 
able at law as between the parties thereto. Lastly, the Committee 
recommended that the Board of Trade should have power to call 
upon individual consolidations or combines to furnish such infor- 
mation as it may require.’ 

The newly created Canadian Trade Commission apparently 
favors new legislation along similar lines regarding the future 
treatment of combines in Canada, “‘which shall proceed upon the 
broad principle that there is an aspect of such movements which 
requires encouragement, while other aspects require repressive 
measures. ”’ 

Both in this country and abroad the Webb law has attracted 
attention by reason of still another fact. The laws of a number of 

* London, 1918, pp. 62 and 63. 


2See also “Report of Committee on Trusts,’ Ministry of Reconstruction, Lon- 
don, 1919. 
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countries, including Great Britain, Canada, France, Austria, 
Australia, and others approach the problem of trade combinations 
with the evident purpose of repressing the excrescences of syndica- 
tion. They plainly indicate a tendency to restrict the free 
formation as well as the free operation of syndicates or combines. 
The Webb law represents a departure from this policy. Itis 
looked upon by many, and this was brought out clearly in the 
debates and hearings on the Webb bill in Congress, as an indication 
of a change in our traditional policy concerning trade combinations 
and their economic utility. A similar shifting in governmental 
attitude toward combinations took place several years ago in con- 
nection with the German potash law, followed somewhat later by 
similar laws elsewhere. The whole movement has received a strong 
impetus during the war, particularly in the countries economically 
most highly developed. 


NUMBER AND KIND OF ASSOCIATIONS FORMED UNDER THE WEBB LAW 


Most of the discussions of the Webb law at meetings of trade 
associations, and of various commercial organizations, as well as 
in the press, confined themselves either to certain legal problems 
or to the numerous advantages expected to result from use of the 
powers provided by that Act. It is now over a year since the Webb 
Act was placed on the statute books of the United States, having 
been approved April 10, 1918. This is, of course, too short a 
time to permit of any final conclusions as to its operation. Never- 
theless, a survey of the general working of the Act during the past 
fifteen months, from a legal as well as an economic point of view, 
may show in how far the expectations of those who advocated the 
enactment of this law have been realized up to the present time. 
In addition to this, certain trends of development can be readily 
observed which open up a number of interesting new phases in the 
history of trade combinations, and in a wider sense of international 
trade. Then, too, an analysis of the form of organization, and of 
the agreements of export associations purporting to operate under 
the Webb Act, will prove of interest in several ways. 

Under Section 5 of the Webb Act every association which at the 
time when the law was enacted was engaged solely in export trade, 
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as well as every association formed after the passage of the Act, 
shall, under penalty of fine for failure to do so within a prescribed 
time, file certain statements with the Federal Trade Commission. 
These verified written statements shall set forth the places of busi- 
ness, officers, stockholders, or members, and shall include in the 
case of a corporation a copy of its articles of incorporation and 
by-laws, and if the association is unincorporated, a copy of its 
contract of association. Special forms for making this first report 
are provided by the Federal Trade Commission. 

Up to the present time g1 concerns, with 807 stockholders or 
members, have filed statements with the Federal Trade Com- 
mission. It appears," however, that among these associations there 
are a number whose articles of association contemplate the tran- 
saction of business other than that of solely exporting to foreign 
nations, whereas Section 2 of the Act exempts from the Sherman 
Law such associations only which are entered into for the sole pur- 
pose of engaging in export trade. 

Twenty-five of the associations which purport to be engaged 
solely in export trade under the Webb law comprise 320 stock- 
holders or members. Among the latter, however, are several trade 
associations, each with a large membership of its own, so that the 
actual underlying number of individual concerns which appear to 
be entitled to the benefits of the Act easily aggregates a thousand. 
The plants operated by the member concerns of these twenty-five 
associations number 318, and are distributed over 39 states of the 
Union. 

The diversity of industries in which these export associations 
have been formed is illustrated by the following list of products 
which the associations purpose to export to foreign nations: 
bunker coal, canned fruit, carbonate of magnesia, chemicals, clothes- 
pins, condensed milk, copper, doors, elastic and non-elastic webbing, 
fertilizers, flax, hardware, hides, iron and steel products, laths, 
locomotives and spare parts thereof, lumber, meats, metal acces- 
sories, moldings, office equipment, pharmaceutical blocks of 
carbonate of magnesia, phosphate rock, pickets, plaster, shingles, 
skins, silk, soap, staves, tallow, vegetable oils, wool. 

* Federal Trade Commission, Foreign Trade Series No. 1 (1919), p. 6. 
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AMERICAN COMBINATIONS VERSUS FOREIGN COMBINATIONS 


In how far have developments subsequent to the passage of the 
Webb law justified the argument that co-operative selling agencies 
or associations among American exporters are needed in order that 
the latter may meet foreign rivals on foreign soil on equal terms ? 
The Federal Trade Commission called attention to foreign combina- 
tions competing with American exporters in a special report.’ 
Therein it recommended properly safeguarded declaratory legis- 
lation, permitting concerted action by American business men in 
export trade. President Wilson on several occasions empha- 
sized the need of making it possible and legal for our exporters to 
combine, allowing them ‘‘to manage their export business at an 
advantage instead of a disadvantage as compared with foreign 
rivals.’”’ Likewise, the Committee on Interstate Commerce of 


the U.S. Senate (64th Congress, 2d Session, February 14, 1917) in 
its report recommending an amended form of the Webb law for 
passage stated as its belief that “‘it is necessary to permit our busi- 
ness men to form organizations or associations so as to enable them 
to meet foreign competitors on a more equal footing.” 


While it is a well-known fact that export combinations existed 
to a limited extent prior to the war in various foreign countries, 
nevertheless it must be said that their number and strength has 
been frequently exaggerated by over-enthusiastic writers and 
speakers. As a result of this the importance of foreign-export 
cartels and combinations as competitive factors in international 
trade before the war came to be somewhat over-estimated in the 
minds of many, both here and abroad. However, in the world-wide 
drive for export markets which set in during the war, co-operation 
in export trade has been advocated and put into actual operation 
with an ardor and on a scale which easily outdistanced all previous 
efforts of this kind.2 The universal tendency toward consolidation, 
so characteristic of commerce and industry during the war, crys- 
tallized itself to a marked extent in the form of combinations for 
the control of prices and production in the domestic market and 

* Report on Co-operation in American Export Trade, Washington, 1916. 


2See “Cartels during the War,” Journal of Political Economy, January, 1919, 
pp. 1 f. 
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also in export trade. Where before the war there was a limited 
number of export combinations, chiefly in Germany, we now find 
them in large numbers in all the leading countries of the world. 
In Great Britain their formation is being actively encouraged by 
the British Board of Trade. The Canadian Trade Commission has 
strongly recommended co-operation among Canadian manufac- 
turers for export trade. The Japanese government is fostering 
the exports of that country by aiding export combinations through 
subsidies and in other ways. Looking at competitive conditions, 
then, as they exist in international trade today, the fact cannot be 
disregarded that organized groups have replaced very largely the 
individual enterpriser, and that future development seems to tend 
in the same direction. There is this marked difference, however, 
that whereas, in the absence of any government control, more or 
less secrecy enclouds the organization and operation of foreign 
export combines, American export associations operating under 
the Webb Act must comply with specific legal regulations and are 
subject to a certain supervision by the government so as to safe- 
guard fair competition and high business standards. 


JOINT SELLING AS APPLIED TO TRADE-MARK GOODS AND SPECIALTIES 


It has been stated that export associations under the Webb 
Act would not be workable in connection with industries covering 
specialties, and that where trade-mark goods are involved joint 
selling agencies would not operate successfully. Experience thus 
far has disproved this theory. One of the most successful export 
associations now in operation, being at the same time one of the 
first associations to be formed under the Webb Act, handles speci- 
alties. It is true that a considerable number of the associations 
formed up to the present time market staple products, like lumber, 
coal, steel, etc., where there are only a few grades and where no 
particular trade-mark or individual identity of manufacturing 
source have to be taken into consideration. But, there are also 
others where a large number of different kinds of articles are covered 
by a joint selling agreement. Similarly, the question of trade- 
marked goods has been solved successfully by a number of associa- 
tions. One way in which it has been worked out is by the use of 
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a dominating or export trade-mark to represent the export associa- 
tion and indicate the general line of business. In addition to this 
there is used a subsidiary trade-mark which goes under the domi- 
nating trade-mark, as indicating the particular plant from which the 
product came. The foreign buyer thus has an opportunity to 
select and purchase the particular product to which he has been 
accustomed. Several associations have provided for the future use 
of a special export trade-mark, and are planning to educate their 
members gradually to give up their individual marks or brands. 
In line with this are efforts made by certain associations to stand- 
ardize their products and to eliminate unnecessary styles, grades, 
brands, etc. 

Practical experience has shown that success in reaching a basis 
of mutual co-operation in these matters depends very largely upon 
the experience, tact, and enthusiasm of the manager of the associa- 
tion and his ability to overcome petty jealousies and rivalries, 
as well as disinclination on the part of individual members to give 
up long-established policies. Certain sacrifices must be made 
frequently by large as well as small members for the common 
good. 


SMALL MANUFACTURERS AVAIL THEMSELVES OF THE WEBB LAW 


The argument was frequently made in favor of the Webb bill 
that it would give the small American manufacturer, who alone 
cannot afford to build up an export organization, an equal chance 
with large manufacturers to enter foreign markets. Small manu- 
facturers, it was contended, might co-operate among themselves or 
jointly with large manufacturers in developing an export trade for 
their products. The benefits which would accrue to the small 
manufacturer by combining for export trade were held out by many 
as a particularly strong point justifying the enactment of a law 
which would allow such combinations. What has been the result 
thus far in this respect? While a considerable number of the 
associations formed up to the present time comprise large concerns, 
several of them consisting wholly of large and financially powerful 
concerns, the prevailing tendency seems to be to admit all com- 
petitors in an industry who are willing to co-operate and agree to 
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work along with the rest under definite understandings and arrange- 
ments. Evidence of this may be seen in the fact that export asso- 
ciations grow in many cases out of trade associations which have 
existed for many years. Several export associations have provisions 
in their charters which make admission to membership dependent 
upon membership in the respective trade associations. One large 
western lumber export association accepts as members only bona 
fide lumber manufacturers of the Pacific coast. As a matter of 
fact, large manufacturers have in several instances refused to join 
in the formation of an export association on the plea that they had 
already built up an export organization of their own and failed to 
see any advantage to themselves in giving up their well-established 
individual organization and joining with business rivals ‘who never 
have done any foreign trade.’’ On the other hand, cases are known 
where some of the largest manufacturers in certain industries 
were the strongest advocates for joint exporting by all manufac- 
turers, small as well as large, in that industry. Ata recent meeting 
held for the purpose of forming a lumber export association, a 
lumber manufacturer arose and said: “I believe the capacity of 
my mills is the second largest in the United States, but, gentlemen, 
I don’t care if you don’t sell one single log of my particular mill, 
so long as you get rid of the surplus on the domestic market.”’ 

Furthermore, an examination of the individual member concerns 
of the different export associations shows that there are many 
concerns representing a capital as small as $5,000 or $10,000 each. 
So that, generally speaking, it can be said that the advantages of 
the Webb law are being recognized and utilized by an increasing 
number of small manufacturers throughout the country and that 
evidertces of a spirit of mutual fairness and co-operation among 
large as well as small concerns are plentiful. 


HOW ASSOCIATIONS BENEFIT UNDER THE LAW 


A great number of advantages have been held out by speakers 
and writers as likely to accrue to American business men through 
co-operation in export trade. In the course of time, as the associa- 
tions which operate under the Webb law continue to expand their 
activities, the practical advantages and disadvantages of combining 
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will become better known. Moreover, a wider field for observation 
and a greater diversity of material will become available, as the 
number of different industries grows in which export associations 
are formed. However, even now specific instances can be men- 
tioned in which certain benefits of concerted action under the Webb 
law have been actually experienced, and in which that Act makes it 
possible for American manufacturers to promote their export 
business. That applies, for instance, to a certain lumber export 
association. In view of the fact that the small sailing vessel has 
been largely superseded by ocean-going steamers, no one mill 
belonging to that association was in a position to take care of an 
entire cargo with facility. The fact that these tramp steamers 
require prompt dispatch, which was not so important in the case 
of the old sailing vessel, places small mills with limited facilities 
at a disadvantage. Certain mills on account of their location 
could undertake deliveries during the summer season only, and were 
placed at a disadvantage in engaging in all-the-year-round export 
business. Furthermore, certain of the most important export 
products require for their particular production a kind of lumber 
which under normal sawing conditions is not produced in sufficient 
quantities at any one mill to make up a cargo; hence the product 
of several mills must be assembled to furnish the requisite quantity. 
For these and other reasons it appears that if any substantial 
export business was to be done by this particular industry, co- 
operation was necessary. 

Accurate data on the cost of doing foreign business, including 
current information on consular fees, stamp duties, credit infor- 
mation service, collection charges, and numerous extra charges, 
are now being compiled by several export associations for the 
benefit of their members. Other associations have sent special 
commissions abroad to make a survey of foreign markets. In a 
recent number of the London Times, attention is called to “an 
interesting situation which heralds a reversal of policy” on the part 
of certain American manufacturers who have organized an export 
association. The correspondent goes on to say that although the 
United States sold a considerable quantity of the respective goods 
in the United Kingdom before the war, most of the sales were 
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made practically without solicitation to British business men who 
visited the United States and noted with favor the equipment and 
appliances in use. The plan of the new export association now calls 
for special representatives to develop trade in Great Britain, 
France, and Italy. 

Still another feature of certain export associations consists in 
the fact that instead of the individual members dealing through 
export commission houses or importing houses located in foreign 
countries, the joint export business of the members is now being 
done direct with customers in the various countries. The policy 
adopted by some association of having all shipments inspected as 
to quality, etc., so as to make them conform to the specifications 
called for in the contract, promises to become an important factor 
in establishing a reputation of good service and quality for 
American-made goods in foreign countries. 


LEGAL FORM OF EXPORT ASSOCIATIONS 


In forming an export association, legal as well as economic 
problems must be solved. In the following attempt to give a 
brief comparative analysis of the structure of the various associa- 


tions purporting to qualify under the Webb Act, we shall consider 
them, therefore, from a legal and an economic point of view. 
Section 1 of the Act defines the word ‘‘association’’ wherever 
used in that Act, as meaning ‘“‘any corporation or combination, by 
contract or otherwise, of two or more persons, partnerships, or 
corporations.” If on the basis of the foregoing we now examine 
the legal form in which the associations, organized thus far, have 
been clothed, we will find that they group themselves readily into 
two distinct classes, viz., incorporated and unincorporated associa- 
tions. The greater number operate under the corporate form of 
organization. This class includes most of the larger associations, 
if we take into consideration not so much the number of members 
as the amount of working capital and the volume of export business 
handled through the central export sales agency. In this class 
we find also the highest type of export association, that is, where 
all export business is transacted exclusively by the association. 
Nearly all the large associations are Delaware corporations. The 
liberal provisions of the corporation law of Delaware apparently 
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prompt lawyers to choose that state in preference to others for 
the purpose of incorporating export associations. The latitude 
as to resident agents, the location of a corporation’s main office, 
its books and records, etc., which the Delaware corporation law 
allows, reflects itself plainly in the charters of the respective asso- 
ciations. 

A comparison of the articles of incorporation and by-laws of 
the various associations indicates a considerable degree of uni- 
formity in substance as well as in form and phraseology. Two 
or three standard types can be distinguished, which apparently 
served as models for others. The wide publicity given to the 
charter and by-laws of the Consolidated Steel Corporation may 
explain why the wording of certain provisions contained in the 
charter of that association has been adhered to so closely by others. 

As an illustration, large parts of the following definition of the 
charter powers of the Consolidated Steel Corporation have been 
adopted by other associations: 


To engage solely in export trade as the term export trade is defined in the 
Act of Congress approved April 10, 1918, entitled, “‘An Act to Promote Export 
Trade and for Other Purposes,” commonly known as the “Webb Act,” 
namely, “trade or commerce in goods, wares, or merchandise exported or in 
the course of being exported from the United States or any Territories thereof 
to any foreign nation,” and as defined in any and all Acts of Congress amenda- 
tory of or supplementary to said Webb Act, and, in connection with such trade, 
to do any and all things necessary and incidental thereto, including the follow- 
ing, provided that this corporation shall not have power to do any act or thing 
because of the doing of which it would be deemed to be engaging in business 
other than export trade as defined by the said Webb Act and any and all 
acts amendatory thereof or supplementary thereto: 

To buy and sell for its own account merchandise of every kind and nature, 
for exportation, and to export the same, from the United States to all foreign 
countries. 

To buy and sell merchandise of every kind and nature for exportation, and 
to export the same, from the United States to all foreign countries, for the 
account of others, and incidental thereto to make advances on consignments 
of such merchandise, or to hypothecate the same. 

To act commercially and generally as agent for other corporations, partner- 
ships, associations and individuals, to the extent permitted by the corporation 
laws of Delaware hereinafter referred to. 

To charter, purchase or otherwise acquire any interests in vessels, both for 
the account of itself, and for the account of others, for the carrying of freight 
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or passengers between the United States and any foreign country and between 
any foreign countries; and to operate such vessels. 

To contract for and engage in the construction in any foreign country of 
any structure or article made entirely or partly of any article exported by this 
corporation. 

To appoint agents and representatives in all parts of the world for the pur- 
pose of carrying on any and all of the objects of this corporation. 

To acquire by purchase, subscription or otherwise, to invest in, hold for 
investment . . . . or otherwise dispose of, either the whole or any part of the 
shares of stock, bonds and other evidences of indebtedness, obligations and 
contracts of any corporation, public, quasi public or private, domestic or 
foreign, and all trust or other certificates of, or receipts evidencing, interest in 
any such securities; to issue in exchange therefor its own stock, bonds and 
other obligations, and while owner of any such stocks, bonds and other evi- 
dences of indebtedness or interest therein, to exercise all the rights, powers 
and privileges of ownership, including the right, to vote thereon for any and all 
purposes. 

To aid, by loan, subsidy, guaranty, or in any other manner whatsoever, 
any corporation whose stocks, bonds, securities, or other obligations are in any 
manner held or guaranteed, and to do any and all other acts or things toward 
the preservation, protection, improvement or enhancement in value, of any 
such stocks, bonds, securities, or other obligations, and to do all and any such 
acts or things designed to accomplish any such purpose. 

To acquire the good-will, rights, property and franchises of any person, 
firm, association or corporation, and to pay for the same in cash or bonds of 
this corporation, or otherwise, and to hold or in any manner dispose of the 
whole or any part of the property so acquired. 

To borrow money and issue bonds, debentures or obligations of this cor- 
poration from time to time for any of the objects or purposes of the corporation, 
and to secure the same by mortgage, pledge, deed of trust, or otherwise. 

To have one or more offices, to carry on any or all of its operations and 
business, and without restriction or limit as to amount to purchase or otherwise 
to acquire, hold, own, mortgage, sell, convey or otherwise dispose of, real and 
personal property of every class and description in any of the states, districts, 
territories or colonies of the United States and in any and all foreign countries, 
subject to the laws of such state, territory, colony or country. 

To do any and all things necessary in order to realize the purposes herein set 
forth, and, in general, to carry on any other business in connection with the 
foregoing and to have and to exercise all the powers conferred by the corpora- 
tion laws of Delaware hereinafter referred to. 

The foregoing clauses shall be construed both as objects and powers; 
and it is hereby expressly provided that the foregoing enumeration of specific 
powers shall not be held to limit or restrict in any manner the powers of this 
corporation. 
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The provisions relating to stock distribution and control as 
well as voting power constitute one of the most important elements 
incorporated in the usual corporation charter of these associations. 
In only a few associations do we find each stockholder entitled to 
one vote for each share of stock held. In most cases each member 
has only one vote, irrespective of the amount of capital stock held 
by such member. Various devices are used to prevent a majority 
of the stock or control of the associations from falling into the hands 
of a ring. Quite frequently the voting power and the control of 
the corporation is vested in a limited number of shares of stock 
without par value. In the case of the Textile Alliance Export 
Association the control of the Association is held by four trade 
associations, the American Association of Woolen and Worsted 
Manufacturers, the National Association of Woolen Manufacturers, 
the National Council of American Cotton Manufacturers, and the 
Association of Cotton Textile Manufacturers. Each of these 
member associations holds twenty-five shares of common stock 
without par value. This stock has voting power, but is not entitled 
to dividends. The charter of a large lumber export association 
provides that no manufacturer, individually or through affiliated 
interests, shall ever become a majority owner or holder or be able 
to exercise a dominating control of the capital stock of the associa- 
tion. 

Another large association has a provision according to which 
ownership of stock by members must be in the same ratio to the 
total stock as the business contributed by the member bears to 
the total business of the export company. All stock of this associa- 
tion is held by trustees under a trust agreement. 

The amount of authorized and paid-in capital stock varies 
greatly. One large association has an authorized common stock 
of $10,000,000 with $1,235,000 paid in. Another association has 
100 shares of common stock without any par value, but with 
voting power, and $100,000 preferred cumulative stock entitled 
to 7 per cent dividends but with no voting power. A third associa- 
tion has an authorized common stock of $250,000 par value, but 
its paid-in stock amounts to only $11,000. Still another associa- 
tion, the agreement of which runs for five years, has a capital stock 
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of $100,000 and began its business with $25,000. Under a provision 
of this association each member is to hold not more than 20 per 
cent of the issued capital stock, except when otherwise permitted 
by holders of 75 per cent of the capital stock. 


ECONOMIC PHASES OF EXPORT ASSOCIATIONS 


The economic and commercial working plan according to which 
the whole machinery of the export association is to function is 
generally fixed in the form of a separate agreement between the 
individual members and the association. This practice has been 
followed by most incorporated associations. In the case of unincor- 
porated associations a scheme covering the plan of operation is 
generally embodied in the articles of association. From the view- 
point of the economist these agreements constitute the most fruitful 
source material for a study of the organization and actual operation 
of export associations. 

These agreements indicate the policy to which the association 
is committed as regards uniform prices, terms of sale, allotment of 
production and of orders, division of profits, delimitation of markets, 
etc. They also establish the degree of independence of the individ- 
ual members, as well as the co-ordination and solidarity vested in 
the association. 

From the point of view of solidarity two types of associations 
can be distinguished. The first type of association represents a 
complete merger of the export business of the members. An 
example of this class is the Consolidated Steel Corporation which 
represents a high intensive organization of the export business of 
ten important steel concerns. All export business of the members 
is done through the association, which establishes base prices at 
which members must furnish their allotted quota. 

The second class comprises associations of a less concentrated 
form of organization, where members retain a certain degree of 
independence. For example every producer member agrees to 
market his full export through the Association, but he may main- 
tain his own foreign agencies and sell direct to foreign customers 
subject to the association agreement in respect of apportioning 
orders and averaging prices. The Copper Export Association, 
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Inc., is an example of this kind. The Textile Alliance Export 
Association also belongs to this class. It is formed to act as broker 
for selling houses or merchants with whom it may enter into 
contractual relations on the condition that such selling house or 
merchant purchase a certain amount of preferred capital stock of 
the Association. A special contract between individual members 
and the Association provides for a certain brokerage to be paid to 
the Association, fixes sales terms and specifies as regards the hand- 
ling and display of samples. 

The question of allotment of orders, or of what share of business 
each member is to contribute to the total business of the export 
association, is of vital importance. This has proved the rock 
upon which most cartels or combines have foundered in the past, 
as the history of cartels shows the world over. A very large 
part of the litigation recorded in the cartel judicature of Germany, 
Austria, Belgium, France, etc., grew out of disagreements, breach 
of contract, etc., in connection with apportionment or allotment 
agreements. In the formation of new associations the working out 
of a satisfactory plan for the allocation of business between mem- 
bers frequently proves an obstacle difficult to overcome. 

In the case of the Consolidated Steel Corporation, 
the member companies and the Directors of the Corporation agree upon a quota 
of “promised products” of steel and iron about September 30 of every year. 
This quota is generally 10 per cent of the total output of all finished products 
of a member company and fully representative of the range of each member’s 
production. This tonnage is expected to be available in approximately equal 
monthly instalments. But the Directors may decide that certain deliveries 
are not required, and in that case or of any instalment not taken it automati- 
cally ceases to be the obligation of the member company to deliver. When 
the Corporation’s foreign sale demands tonnage beyond the “promised 


products”’ it will call for them pro rata, but the members are not required to 
deliver. 


The American Export Lumber Corporation, an association of 
wholesale lumber dealers, has a unique method of distributing 
orders. 


Each member has the opportunity to bid on all or any part of foreign orders. 
Every member whose bid to the association is equal to or lower than the price, 
after the deduction of its commission and expenses, at which the association 
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secures the business, is entitled to share in the order as determined by the 
executive committee after due consideration of his facilities, location and ability 
to guarantee service on the order. This gives to the association all the advan- 
tages of strong competitive bidding between its members, thus securing a 
possible wide price-range on which to negotiate business, and yet prevents the 
creation of ill-will between its members, which might naturally follow, by 
giving to each member bidding at or below the final price a share in the business. 
The low bidder for the contract which was secured at a high price thus secures 
a large profit margin, the other competitors share in margins satisfactory to 
them, and the corporation secures its fixed commission. 


The manner of dividing or distributing profits is another impor- 
tant element in the operation of an export association. Certain 
associations which are not conducted for profit serve primarily as 
distributing agencies for their members on a nominal commission 
basis. ‘The individual members realize profits on their shipments 
just as if they were selling through an export commission house. 
Other associations have provisions for stock dividends and for a 
distribution of surplus profits in the form of rebates or according 
to some scheme of apportionment. 


HOW THE WEBB LAW AFFECTS FOREIGN PURCHASERS 


Shortly after the Webb law was passed by Congress, 
criticisms appeared in La Epoca of Buenos Aires. In an article 
which appeared in August 25, 1918, under the heading: ‘North 
American Commercial Expansion—Legislation favoring it—the 
Webb law,”’ the following statement was made: 

The Webb law seems to have the foreign markets in a situation where 
they must defend themselves as best they can against proceedings which tend 
to impede and dominate free competition, which proceedings are condemned 
within the territory of the United States as being abusive and disloyal, and we 


seldom tolerate in one’s own house what is reiected by one’s neighbor as harm- 
ful. 


Efforts were made at once by representative American manufac- 
turers to set at rest any misapprehensions which might have arisen 
in Argentina, and apparently no further unfavorable comments on 
the Webb law have appeared in the press of that country. As 
stated above, the foreign press and leading spokesmen of foreign 
governments have on several occasions given evidence of a very 
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favorable attitude toward the Webb law. However, in view of the 
above-mentioned criticism it may not be amiss to point out certain 
provisions of the Webb law, as well as other considerations which 
have a bearing on the subject. 

In the first place it is to be noted that Section 4 of the Webb 
Act makes the prohibition against unfair methods of competition 
and the remedies provided for enforcing that prohibition contained 
in Section 5 of the Federal Trade Commission Act of September 26, 
1914, applicable to unfair methods of competition used in export 
trade against competitors engaged in export trade. Furthermore, 
Section 4 of the Webb Law expressly gives extra-territorial juris- 
diction to the above-mentioned provision of the Federal Trade 
Commission Act against unfair methods of competition. The law 
supplementary to the Federal Trade Commission Act, generally 
known as the ‘‘Clayton Law,”’ specifies certain ‘‘unfair practices, ”’ 
including maeeeny’ forms of price discrimination and so-called 
“tying contracts.’ 

The fact should not be lost sight of that export tole combina- 
tions have been formed in all important commercial countries of 
the world, but that the laws of the United States alone require 
American associations to register with a government agency which 
has wide-reaching powers under the Webb Act to check unfair 
practices of competition. If certain practices on the part of export 
combinations should grow up which would prove objectionable 
and would be detrimental to “‘fair play”’ in international trade, it 
would become a matter for international action." 

Looking at the Webb law from the foreign purchaser’s point of 
view, a number of benefits accruing to him as a result of the opera- 
tion of that law merit attention. The greater diversity of goods, 
as well as the increased volume of American manufactures which 
are likely to flow to oversea markets in consequence of more 
American manufacturers participating in export business would 
seem to involve considerable benefit to customers in foreign lands. 
Associations engaged solely in export trade are in a position to 


* See article by W. B. Colver on “Recent Phases of Competition in International 
Trade,” in the Annals of the American Academy of Political and Social Science, May, 
1919, pp. 233 ff. 
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pay much better attention to the needs of a foreign market than the 
average individual exporter, jobber, etc. The saving in overhead 
expenses, etc., under a joint selling arrangement makes possible 
a reduction in price. And finally, to mention but one more 
advantage of the Webb law to foreign customers, the facilities 
for merchandising of well-organized and financially sound export 
associations will stimulate competition in foreign markets. 

Recently the Federal Trade Commission issued its first formal 
complaint under the unfair-competition provision of the Export 
Trade Act. The complaint which has been issued against Nestle’s 
Food Company, Inc., alleges that the company, with the effect 
of acquiring for its product any undue preference which might be 
given by the purchasing public in Mexico to condensed milk 
manufactured in Europe, has during the past year adopted and 
used on its cans labels which mislead Mexican purchasers into 
believing that the milk is manufactured in Europe and which 
wholly conceal the fact that the milk is manufactured in and 
shipped from the United States. 


ADMINISTRATION OF THE WEBB ACT 


The Federal Trade Commission is charged with the adminis- 
tration of the Webb Act. In addition to requiring every associa- 
tion engaged solely in export trade to file the verified written 
statement mentioned above, Section 5 of the Act provides that on 
January 1 of each year each association 
shall make a like statement of the location of its offices or places of business, 
and the names and addresses of all its officers and of all its stockholders or 
members and of all amendments to and changes in its articles or certificate of 
incorporation, or in its articles or contract of association. 

In the same section of the Act wide powers of investigation 
are given to the Federal Trade Commission in the provision that 
each association “shall also furnish to the Commission such 
information as the Commission may require as to its organization, 
business, conduct, practices, management, and relation to other 
associations, corporations, partnerships, and individuals.’”’ Failure 
on the part of an association to comply with this provision subjects 
such association to a penalty and forfeiture of the benefits of the 
Act. 
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The numerous detailed matters of administration which arise 
in connection with the administration of the Act are handled by a 
special Division of the Federal Trade Commission, known as the 
Export Trade Division. All records required to be filed with the 
Commission are received, examined, and filed by economic and 
legal experts connected with this Division. Current developments 
relating to prices, market conditions, etc., in this country and 
abroad are closely followed in so far as they may have a bearing 
on the operation of the Webb law. 

Under Section 6(/) of the Federal Trade Commission Act the 
Commission has been given specific powers to investigate trade 
conditions in and with foreign countries where associations, com- 
binations, or practices of manufacturers, merchants or traders may 
affect the foreign trade of the United States. 

As mentioned in another part of this article, administrative 
organizations for the control of export combines similar to the 
machinery created under the Webb law are being planned in other 


countries. 
Witiiam Notz 


WasuaincrTon, D. C. 





PLANT ADMINISTRATION OF LABOR 


INTRODUCTION 


One noteworthy development which has been caused by the 
war is the growing movement for the functionalized administration 
of labor questions within any given plant together with the develop- 
ment of a technique in this field. The extension of the market and 
the attendant growth in the size of industrial units has necessitated 
the creation within businesses of independent and interdependent 
departments charged with specialized functions. Thus, as business 
units have increased in size, purchasing, producing, selling, adver- 
tising, financing, and accounting have gradually been split off 
from the general management and consigned to departments whose 
tasks become specialized in one of these functions. In other words, 
the same process of industrial evolution which develops in society 
at large also develops within business units themselves. 

Such a delegation of function in the handling of labor has been, 
however, the last to develop. This has been due only in part to 
the fact that attention to human relationships always lags behind 
attention to mechanical problems. It has been due only in part 
to the fact that costs due to labor inefficiency are not so quickly 
seen as are other costs. Prior to 1914 there had never been a 
pressing labor scarcity to necessitate a careful husbanding of human 
resources. This plentiful labor supply caused the average employer 
to remain quietly confident in his belief that he was capable of 
dealing with his own labor problems. He therefore preferred to 
handle the general labor matters of his plant himself and to allow 
his foremen to hire and discharge men as they willed. 

The outbreak of the European war in 1914, however, created an 
increased demand for American manufactures and at the same time 
largely shut off the tides of immigration. The growing “tightness” 
of the labor market gave labor a scarcity value and caused 
employers to become more receptive toward new proposals for 
dealing with labor. Later, industrial unrest contributed to the 
same end. 

544 
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Meanwhile even prior to the war a few business firms had men 
in their employ who were more or less specializing on the problems 
of personnel. Groups of these men, many of whom were only 
labor scouts or employment clerks gathered together in Detroit and 
Boston independently of each other’ to discuss common problems 
and thus their experiences began to be pooled. These men were 
struck with the fact that the workmen rarely stayed long in their 
plants and that it was necessary constantly to hire men in large 
numbers in order to maintain the working force on an even level. 
Investigation into the extent and costs of this newly discovered 
wastage or “labor turnover,” as it began to be called, were made by 
Alexander of the General Electric Company,? Grieves of the Jeffery 
Manufacturing Company,’ and Fisher of the Detroit Executives’ 
Club.4 The results showed the amount of movement from position 
to position to be so large and its consequent losses so great that 
many employers were aroused and installed employment depart- 
ments to cope with it. Indeed, until recently the chief argument 
used for the creation of such departments was the possibility of - 
reducing the turnover of labor. 

Our entrance into the war intensified the pressure upon our 
industrial organization. The necessity for enormously increased 
production was imperative while the labor supply was greatly 
diminished because of the expansion of our military and naval 
forces from a few hundred thousands to nearly 4,000,000. Ameri- 
can businesses were thus pulled in both directions at once. The 
only ways this demand could be met were (a) by the elimina- 
tion of nonessential production, (b) by an increase in production 
per man. 

The problem of increasing the production per man was one which 
could not be solved merely by speeding up machinery and by 


tIt is sometimes asserted that the Detroit group was an offshoot of the Boston 
movement. This is not true; it originated independently nearly a year before it 
knew of the existence of the Boston group. 

?Magnus W. Alexander, “Hiring and Firing,” American Industries, August, 
1915. 

3 W. A. Grieves, The Handling of Men. 

‘4 Boyd Fisher, “‘How to Reduce the Labor Turnover,” Amnals, Vol. LXXI. 
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improving technical processes. American industry soon found that 
the proper handling of labor was necessary in order to realize max- 
imum efficiency. Labor became a production problem which chal- 
lenged the attention of employers and manufacturers. Business 
men could not ignore it any longer. Under the stress of war many 
inefficiencies were brought to their attention which had hitherto 
been almost unrecognized and some were directly increased by 
war conditions. Among these were: 

a) The amount of withheld effort which ordinarily charac- 
terizes industry. The separation of the worker from the owner- 
ship of his tools together with the impersonal wage relationship 
between widely separated economic classes and the automatic 
and mechanized conduct of industry itself has produced a reluc- 
tance, sometimes conscious but more often unconscious, to work 
‘as actively and creatively as is possible. The modern organi- 
zation of industry does not get the best efforts from its workers. 
In war time when the nation’s life was at stake, society realized 
that the purpose of industry was not profit but production and 
that the division of labor was not an end in itself but merely 
a method of producing more goods. As a result men secured a 
vision of industry as a whole which in peace time, immersed in 
their own specialized task, they lacked. 

But while the war brought the social purpose of production to 
the foreground, it was impossible suddenly to break down the 
inhibitions to full and unrestrained production which the previous 
era had built up. Moreover, while the social purpose of production 
was being demonstrated, the fact that business was in the main 
carried along by the same mechanism as in peace, obscured the issue 
and reinforced the reluctance of the worker to increase produc- 
tion. 

Businesses were therefore compelled not only to stress the patri- 
otic purpose of efficiency and increased effort, but more or less 
systematically to search for the unnecessary causes of friction 
between management and men and to seek their removal. 

b) The amount of absenteeism in industry. Absenteeism or 
staying away from the job was scarcely recognized prior to the 
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war,' but firms found that from 6 to 10 per cent of the possible work- 
ing time of their force was lost by reasons of absences from work.? 

c) An almost universal increase in labor turnover. Labor 
turnover had been high in peace time but the war increased it 
greatly. Added to the turnover necessary to replace men leaving 
for the army (which did not cause a turnover of more than 10 per 
cent) was an abnormal flux of labor from job to job caused by the 
competitive bidding by war contractors and often by government 
departments themselves who were anxious to get their own particu- 
lar job done and who were protected against increased labor 
cost by either cost plus contracts or by the absorption by the 
government of the added labor cost. This restless movement from 
job to job runs like a motif through the story of the labor diffi- 
culties of every war industry and caused not only a loss of time 
between jobs but decreased production in breaking new men into 
positions freshly vacated. 

d) The lack of full and accurate estimates of the number and 
kinds of workmen required to man the plant at varying periods of 
time. In the days of a plentiful labor supply with large numbers of 
men clamoring at the gate for a job, no detailed estimate of the 
plants’ needs was required. The men could be picked up without 
effort. But when labor became scarce, it was necessary for a plant 
to know how many men in each trade it needed days and even weeks 
before they were actually required. This necessity for prevision 
was of course intensified with the development of the Federal 
Employment Service. Estimates had to be furnished them with a 
proper allowance for time before the workmen could be found and 
supplied. This threw upon the employers the necessity of ana- 
lyzing their plants as respects the requirements for each position 
and a close translation of their production program into terms of 
men. 


* Yet see an article by John S. Keir, ‘‘The Reduction of Absences and Lateness in 
Industry,” Annals of the American Academy of Political and Social Science, May, 
1917, pp. 140-56; the investigation upon which the article was based was made prior 
to the war. 

? The statistics for shipbuilding indicate that over 15 per cent of the possible work- 
ing days were lost because of absenteeism. See an article by P. H. Douglas and F. E. 
Wolfe, “Labor Administration in Shipbuilding Industry during the War,” Journal] 
of Political Economy, May, 1919, especially pp. 387-88. 
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The impossibility of permitting foremen of individual depart- 
ments who were themselves busy with the technical problems of 
production to hire men and to superintend the working relationships 
became greatly manifest. The results of this policy could only be 
confusion and cross-purposes with different policies for each 
department. Moreover, most of the basic problems could never 
be touched by foremen themselves with only a narrow outlook. 
Employment functions would either be not handled at all by the 
foremen or else managed improperly. 


II. THE TRAINING OF EMPLOYMENT MANAGERS DURING THE WAR 


All these factors convinced managers of the necessity of creating 
functionalized employment departments. This necessity was not 
of course recognized as a result of manufacturers pondering over 
the problem and resolving after an investigation to instal such 
a department. It was very largely assisted by the propaganda 
carried on among others by the Ordnance Department and the 
Emergency Fleet Corporation. 

The demand for employment managers being thus created, the 
problem became one of supplying a competent personnel to man 
the positions.' This was not easy because there had been only a 
few hundred such at the outbreak of the war and these of a very 
uneven character and ability. 

A careful observer of America in war time could not fail to 
remark how everyone seemed to be going to school to fit himself 
for the particular field of war work which he had chosen. To this 
the profession of employment management was no exception. 
An employment management section was created in the War 
Industries Board and placed under the direction of Captain Boyd 
Fisher, who instituted a campaign for the creation of properly 
conducted schools to train employment managers. These schools 

«It is worth remarking that it was the employment management movement that’ 
characterized America’s industrial mobilization of human energy rather than the wel- 
fare movement as in England. This is in part explained by the fact that there were 
not as many women and children who entcred war industries as in England and is also 
due to the fact that we approached the situation more from the standpoint of pro- 


duction problems rather than from the necessity of introducing welfare work to 
obviate the evils flowing from a protracted working-day. 
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had to be located at central points where there were reputable 
colleges and where there was already some good employment work 
being done. The first established was that conducted at the Uni- 
versity of Rochester from March 26 to May 9g, 1918, under the direc- 
tion of Professor Meyer Jacobstein. Courses were also established 
at Boston, New York, Chicago, Cleveland, Pittsburgh, and at 
various points on the Pacific Coast. Several of these were repeated 
a number of times. The cities where the employment manage- 
ment courses were given, the institutions conducting them and 
directors are given below: 











Institutions Co-operating Directors 





Rochester, N.Y........ University of Rochester Professor Meyer Jacobstein 


Harvard Professor Roy W. Kelly and 
Massachusetts Institute of Technology and- Professor Ralph B. Wilson 


Boston, Mass 
Boston University 


fessor H. C. Metcalf 
Bureau of Municipal Research Mr. Ordway Tead 
New School for Social Science Mr. Robert Bruere 


New York City....... 


_ University Mr. Ordway Tead and Pro- 


badd {Carnegie Institute of Technology Professor H. C. Metcalf 
Pittsburgh, Pa \ Pittsburgh University 


. {Chicago School of Civics and Philanthropy Miss Mollie Ray Carroll 
Chicago, Ill \ Northwestern University Mr. Gilbert L. Campbell 


Cleveland, Ohio Case School of Applied Science Miss Mildred Chadsey 


Seattle, Wash University of Washington Dr. Boris Emmett and Miss 
Miriam Bisby 

Portland, Ore Reed College Professor H. B. Hastings and 
Professor T. W. Mitchell 
San Francisco, Cal University of California Professor Ira B. Cross and Dr. 
R. Sigsbee 











Courses were also established under the direction of the 
Y.W.C.A. in New York and one financed by the same organization 
at Bryn Mawr, where Dr. S. M. Kingsbury and Miss Annie Bezan- 
son were in charge of instruction. The two latter courses, however, 
were more influenced by the British welfare movement than were 
those directly under the supervision of the War Industries Board. 

The courses conducted under the auspices of the War Industries 
Board were uniformly six weeks in length and consisted not only of 
lectures and class work but actual field work with the employment 
departments of business firms. The courses given covered the 
following general fields: (a) employment department practice, 
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(b) labor economics, (c) statistics, (d) industrial organization and 
management. 

The students were required to have had previous industrial 
experience except in special cases and were recruited from two 
classes, (a) those sent by individual firms who went back into their 
employ and (b) those who were not attached to any particular 
firm but who expected to be placed by the War Industries Board. 
A large number of concerns sent men from their employ while 
the Emergency Fleet Corporation sent forty at its own expense. 
By November, 1918, over three hundred and sixty had been 
graduated from these various courses, practically all of whom had 
been placed." 

So successful was the experiment that the management of the 
courses has been taken over by the Federal Board for Vocational 
Education on the basis of an appropriation granted from the 
President’s Emergency Fund. Plans have been made to put the 
work upon a permanent basis with a flying squadron of several 
experts to assist in the various courses. 

Of course the men thus trained and placed as employment 


managers do not comprise all the additions to the field. Many 
firms either promoted men from-the ranks or engaged them from 
outside the plant to superintend their employment work. The 
number of new employment departments created during the war 
may be roughly estimated at two hundred.” 


Ill. PROGRESS IN THE METHODS OF EMPLOYMENT MANAGEMENT 


The mere creation of several hundred employment departments, 
however, is not an accurate index that progress has been made. 
The existing departments are of varying grades of efficiency, many 
of them being but rudimentary affairs in charge of a “hiring clerk”’ 
or timekeeper. Indeed, of the seven hundred or more departments 


* For a fuller description of these courses see an article by the writer, ““War Time 
Courses in Employment Management,” School and Society, June 7, 1919, pp. 692-95. 
? Professor Edward D. Jones estimates the number of employment departments 


before our entrance into the war at 500 and at 7oo in February, 1919. There are from 
2,500 to 3,000 persons engaged on full time in employment management work. 
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in existence there are probably not more than fifty which are doing 
well-rounded and thorough work. 

In practice the main change which the employment departments 
have introduced in their plants has been to centralize hiring. 
Though even this is by no means universal, it is in the main true 
that the foremen have been more and more relieved (not always 
willingly) of the task of hiring men and thereby enabled to concen- 
trate upon supervising and directing production itself. The chief 
saving made by employment departments, and it has been consider- 
able, has hitherto been just this advantage of increased speciali- 
zation and division of labor. 

It is, however, true that many of the functions which are 
described in general works on employment management" are a 
composite of the best methods used by a few progressive firms and 
are not in any way typical of the real situation; some of the func- 
tions are practiced by only a handful of firms and many of them 
are not performed by the vast majority. Such for instance is 
the injunction that “employees should be properly selected.” 
It would be idle to pretend that the general run of employment 
departments have even approached the solution of this problem. 
The building up of an application list was seldom practiced before 
the war and was impossible with the war-time labor shortage. 
Newspaper advertisements and labor scouts were the wholesale 
and dragnet methods used to secure labor. Once secured, physical 
examinations, trade and psychological tests, and the other methods 
of selection which occupy so much space in the literature of the 
subject? were either never given or their results disregarded. 

As for the follow-up work with the new employee, this is but 
rarely given. The new man is seldom properly introduced to his 
job and once placed is largely left to sink or swim. The much- 
praised system of transfers from one department to another rather 
than downright discharge is rarely practiced because (a) men gen- 
erally leave of their own free will rather than because of discharge, 


1 See, for instance, R. W. Kelly’s Hiring the Worker and the bulletin of the Metro- 
politan Life Insurance Company on “Hiring and Firing.” 

? As an instance of the naivété which still surrounds much of the field of employ- 
ment management, see the widely read books of Dr. Katharine Blackford, The Job, 
the Mar and the Boss and Analyzing Character, which advocate selection by applying 
the principles of phrenology. 





552 JOURNAL OF POLITICAL ECONOMY 


(6) while the function of hiring workmen has been taken over by the 
employment department, that of firing seldom has been, and conse- 
quently many foremen discharge directly. (c) In those cases 
where men discharged by foremen go clear through the employment 
department, the department is generally so busy with new men that 
it cannot attend to the apparent failures. Not only are failures 
not properly attended to but a scientific promotion system for 
those who have made good is a rarity. 

Furthermore, in but few cases do employment departments 
have any supervision over the sanitary and safety conditions within 
a plant nor do they have a strong voice in determining the basic 
conditions of the wage contract. In practice, therefore, employ- 
ment management is liable to degenerate into merely a hiring and 
timekeeping affair. 

Although most firms with so-called departments have not put 
into effect the best practices of employment management that have 
been developed in various places, yet the value of some of these 
methods cannot be doubted, and only their installation is needed 
to make them a success. The war-time courses on employment 
management aimed primarily to popularize the already developed 
methods. 

However,.the war stress has not only popularized existing 
methods but it has also enriched the technique and has developed 
new principles. Prominent among these may be mentioned: 

1. The development of an accurate and comprehensive system of 
occupational classification and trade specifications. Scientific 
placement and promotion cannot be accomplished without knowing 
of what each job consists and what experience is needed of the 
worker. When foremen hired the workers they roughly knew the 
necessities and requirements of each job under their supervision, 
but they did not know the characteristics of jobs in other depart- 
ments. Men were consequently sent from one department to 
another. The creation of the specialized employment department 
and the taking of matters out of the hands of the foremen separated 
the hiring force from the technical knowledge of the jobs which 
the foremen possessed. Employment work has in the past suffered 
greatly because employment managers often have not known the 
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trade processes of their own plant and hence could not hire properly 
or could not assign proper men to the various jobs. It became 
necessary therefore to work out standard job analyses and trade 
specifications so that an employment manager could know the 
requirements of his industry and be able to hire men intelligently.’ 
While steps had been taken prior to the war in a somewhat cum- 
brous fashion by vocational surveys in Richmond, Virginia; Minne- 
apolis; Indianapolis; Richmond, Indiana; and Evansville, Indiana; 
it was only during the war period that this feature was adequately 
developed. 

In this development the War Department, through its com- 
mittee on classification and personnel, played a leading part. As 
one step in its attempt to put the right man in the right place, 
the committee on classification and personnel prepared a very 
thorough study of the work performed in each of the army trades 
and the characteristics needed to fill them satisfactorily. The 
Industrial Relations Division of the Emergency Fleet Corporation 
also prepared and circulated a handbook upon shipyard occupations 
which defined the various jobs and outlined the qualities required. 


This booklet was of great assistance to the employment managers 
who did not know very much about the industry. 

The most complete set of job analyses, however, was that made 
by the United States Bureau of Labor Statistics for the United 
States Employment Service. Very full analyses were made of some 
twenty or more important industries‘ and these were circulated 
among employment officials and managers. 


Equally great, of course, was the necessity for the officials of the public employ- 
ment service to know the characteristics of the various industries in which they placed 
men. 

2 These surveys were made by the National Society for the Promotion of Indus- 
trial Education. The United States Bureau of Labor Statistics published the Rich- 
mond and Minneapolis surveys as Bulletins No. 162 and 169. 

3 Published as Trade Specifications and Index, United States Army, War Depart- 
ment Document, No. 774. 

4 The industries covered were: mining, boots and shoes, harness and saddlery, 
tanning, electrical manufacturing, lumbering and sawmills, water transportation, 
cane-sugar refining, flour milling, street railways, office employees, slaughtering and 
meat packing, textiles and clothing, metal working, building and general construction, 
railroad transportation, shipbuilding, and medicinal manufacturing. 
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There has been built up, therefore, a great deal of information 
about specific jobs in industries which will enable the employment 
departments to deal more intelligently with the selecting and assign- 
ment of help. This work, however, must be continued and devel- 
oped by the employment managers themselves in the future. 

2. The development of a series of trade and psychological 
tests which determine the positions for which the applicant is 
adapted. Job analysis is incomplete unless it is accompanied by 
man analysis. Men cannot be placed in positions solely upon the 
basis of their own statements. It is as necessary to find out what 
a man is as to find out what a job is. 

Although there were many claims before the war that vocational 
tests had been devised which accurately measured the capacity for 
specific positions, there were in reality practically none which were 
accurate or adequate.t It was the committee on classification and 
personnel which made the greatest steps forward in this field during 
the war. A great deal of attention has been aroused over the 
psychological tests administered in the army which were exceedingly 
valuable in discovering officer and noncommissioned officer material. 
The trade tests, however, which have been administered to over 
250,000 men in the army were almost equally remarkable. Over 
one hundred of these were developed during the war. These 
consist of three varieties: 

a) Oral, in which certain questions are asked and the appli- 
cant’s familiarity and capacity tested and rated by his answers. 

b) Picture, where certain pictures are shown and questions 
asked which were based upon them, the replies to which show the 
applicant’s relative acquaintance with the trade. 

c) Performance, where simple tools and raw material are 
furnished the applicant and he is tested in making some object 
which involves the essential operations of the trade. Thus the 
test for blacksmiths is that of welding two pieces of iron and making 
a hook. The ability of the men can be clearly seen and classified 
by the result. 

It is interesting to note that of 250,000 men who professed trade 
ability the tests showed the following distribution: Experts, 6 per 


* Professor Seashore’s admirable method of testing the innate capacity of aspirants 
for singing is an almost solitary exception. 





PLANT ADMINISTRATION OF LABOR 555 


cent; journeymen, 24 per cent; apprentices, 40 per cent; inexperi- 
enced, 30 per cent. The economy which resulted from the rejection 
of the inexperienced and the assignments of the others to positions 
fitted to their ability is manifest. These tests, moreover, can be 
administered without elaborate equipment in a short space of time 
by any intelligent person, irrespective of whether he has a 
knowledge of the trade itself. 

It is probably true that the committee on classification and per- 
sonnel did not very effectively place these men who had been tested. 
This was due to the fact that the men were moving rapidly about 
from place to place over a wide territory and that it was difficult 
definitely to locate and transfer men to the positions they could fill. 
Both men and jobs were on the wing. These obstacles which 
rendered proper placement almost impossible do not, of course, 
prevail in any industry or plant in peace time. The application of 
these tests to industry is a fundamental necessity and is one which 
is being carried out in a number of instances. These tests, however, 
merely measure previous trade experience, they do not measure 
innate ability. As such they must be based upon past advantages 
and not upon capacity to improve in the future. They need to 
be supplemented by psychological tests which will grade the appli- 
cants into several classes as regards their innate ability. This 
will afford a basis for selecting promising applicants for positions 
which will develop them or where they may acquire specific trade 
ability. The men of the lower grades of intelligence may then be 
assigned to the low-grade positions. 

The use of such a method, however, requires that the jobs be 
analyzed further and grouped in classes according to the amount of 
native intelligence (as well as trade ability) which they require. 
Psychological tests of this sort which separate men and jobs into 
rough classes are much more promising than the psychological 
tests for specific trades which were widely advertised by the late 
Professor Miinsterberg.’ 

Both the trade and psychological tests might properly be primarily given by the 
Public Employment Service which will have the permanent dealings with the men, 
rather than by individual plants. But the plants should always do some corroboratory 
and verificatory work, and if the federal system of employment offices is disbanded 


(as seems probable), they must assume the burden, although this will involve testing 
the same man several times. 





556 JOURNAL OF POLITICAL ECONOMY 


3. Introduction of methods aimed to reduce absenteeism. As 
has been mentioned the discovery of the extent of absenteeism 
occurred only during war time. Many plans have been devised 
to lessen this loss; most prominent of which are (1) a system of 
home visiting to check up the cases and offer medical help, 
(2) bonuses for good attendance. 


IV. A CRITIQUE OF PRESENT-DAY EMPLOYMENT 
MANAGEMENT AND PRACTICE 


Scientific employment work is in its infancy. At present the 
field is one of great promise but of uncertain and uneven perform- 
ance. There is great danger that hasty and unscientific propa- 
gandists may throw great discredit upon the movement by their 
exorbitant claims and by their neglect painfully to work out new 
and improved technique. 

If employment work is to realize its possibilities the following 
lines of development must take place: 

1. Extensive application of approved employment practices. 
As has been pointed out, only a few firms are really putting into 
effect the majority of methods that are thought of when employment 
management is mentioned. The principles of the scientific selection 
of men with physical, trade,and psychological examinations and with 
proper placement in carefully analyzed jobs is absolutely essential 
and should be adopted by every plant of sufficient size. Equally 
necessary is the “follow up” to see if the workman is functioning 
properly and to try him out on another job if he fails at his first. 

2. A broadening of the functions of the employment department 
to include the general problems of industrial relationship within a 
plant. While proper methods in hiring and placing men are neces- 
sary, they can never remove the chief sources of labor inefficiency 
and human friction that militate so seriously against the effective- 
ness of modern industry. 

Plant sanitation and the elimination of unsanitary conditions 
together with the reduction of heat, noise, dust, and fumes to a 
minimum are necessary if a modicum of efficiency is to be obtained. 
Equally important are safety measures aiming to reduce the number 
and severity of accidents. Since it is difficult for a plant to recruit 
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a sufficient number of properly trained workers, education and 
training departments are necessary in many instances. Welfare 
work is another aspect of the labor problem inside a plant which 
needs systematic direction and planning. 

Furthermore the following questions arise in every plant and 
must be settled: (a) Mode. of payment, whether piece work, 
day work, sliding scale, bonus, or profit-sharing; (6) amount of 
payment for straight time and overtime; (c) plant policy as respects 
collective bargaining, recognition of unions, creation and function- 
ing of shop committees. 

All the functions mentioned affect labor acutely; attention to 
allis necessary. If each one is administered by separate and unco- 
ordinated departments, confusion and cross-purposes will inevitably 
result. It would be almost impossible for a plant to carry out a 
uniform and well-articulated labor policy. The only remedy is 
for these various activities to be brought together as independent 
sections under one general head who should be in charge of all 
industrial relations within the plant and thus be not merely an 
employment manager. The employment department should be 
merely one of the departments in the general industrial relations 
division. It is worthy of note that exactly this type of organization 
is being introduced by several large industrial concerns.’ 

3. The Industrial Relations Division should be co-ordinate 
with the other functional divisions inside a plant, such as finance, 
sales, purchasing, works, etc., and not be subordinate to them in 
position or authority. Much of the success of the Industrial 
Relations Division will depend upon whether its head can convince 
the executive heads of the concern of the wisdom of his plans and 
whether he is furnished with the authority to carry out approved 
policies should other departmental heads be unfriendly. This 
cannot be done if the Industrial Relations Division is made subordi- 
nate to other departments and if it does not have free access to the 
general management and its direct support when decisions are once 
made. 

* Among these may be mentioned the International Harvester Corporation,t he 


American International Shipbuilding Co., the Merchant Shipbuilding Corporation, 
the Bethlehem Shipbuilding Corporation, and Hart, Schaffner and Marx Co. 
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This raising of Industrial Relations to a level with other 
divisions, however, must be not only something which is shown on 
the organization chart but something which exists in actual prac- 
tice. Many plants have such a paper system of organization, but 
their practical workings are such as to make the Industrial Relations 
Division impotent and subordinate. 

4. The Industrial Relations Division should not be an instru- 
mentality whereby the will of the managements is imposed upon the 
men, but it should rather be an instrumentality whereby the desires 
of the workers may be interpreted to the management and a joint 
policy evoked which will command the loyal support and co- 
operation of both parties. 

The inevitable attitude of conflict which the extension of the 
machine process causes the workman to assume toward his employer 
is intensified if the employer dictates policy from above. The very 
basic principles of scientific employment practice themselves cannot 
be carried into effect unless the confidence and co-operation of the 
workmen is secured. For instance, there is a great deal of opposi- 
tion on the part of the rank and file to the physical examination 
of applicants. This can only be removed by explaining carefully 
and fully that the purpose is not so much to reject men outright as 
to place them properly and to give those that need it adequate 
medical attention. Similarly the men will recoil from trade and 
psychological tests unless their purpose is carefully explained, while 
the practice of photographing applicants will inevitably be opposed 
as long as there is a suspicion that it is being used for possible 
blacklisting purposes. 

Furthermore, turnover, absenteeism, and withheld effort cannot 
be appreciably reduced unless the men have confidence in the 
management. An increased labor inefficiency inevitably follows 
from a crossing of wills between workers and employers. What 
modern industrial leaders need is not so much experts who can 
impose the plans of the management as men who can interpret 
the aims of labor and assist both parties in attaining a mutual 
understanding. This process will also be hastened and made more 
complete if the men are not only permitted but encouraged to 
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organize collectively within a plant and thus provided with an 
articulate agency whereby their wishes may be expressed. 

5. The Industrial Relations work should not only be organized 
within plants but should be federated between plants industrially 
or geographically. 

This has already been effected with some degree of success by 
the various local associations of employment managers. Not 
only is a clearing house for information thus created, but an organi- 
zation is effected which can make independent researches as well. 
These organizations, moreover, afford an opportunity to adopt 
common policies for an industry and to minimize wasteful methods 
in the handling of labor.” 

6. To accomplish the functions previously outlined a much 
higher level of ability is needed than exists among present-day 
employment managers. The modern employment manager in the 
majority of cases is of the pay-roll clerk or timekeeper stamp. 
A much abler set of men are needed if the work accomplished is to 
measure up to its possibilities. Both industry and the men entering 
it should recognize that it is a profession that requires higher ability 
and resourcefulness and that there is no room for a second-rate 
man. 

7. In addition to the necessity of recruiting men of a superior 
natural ability it is vitally necessary that a system of training be 
developed which will adequately prepare men for the field. The 
six weeks’ courses given by the War Industries Board were 
extremely valuable in meeting a war emergency, but they are inade- 
quate to furnish a peace-time training of the stamp desired. The 
courses should be lengthened to at least a year and made comparable 
to graduate work. The field of subjects should be broad and should 
give the student a thorough background in the labor problem. 
The successful chief of an Industrial Relations Division must 
appreciate not only the outstanding features of modern industrial 
society but also (since the labor function in business is so pervasive) 
the outstanding features and functions of business organization. 


*See the action of the Employers Association of Detroit in discontinuing the 
wasteful campaigns of advertising for labor, Monthly Review U.S. Bureau of Labor, 
Statistics, January, 1919, p. 30. 
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Some co-operative method should be devised whereby the student 
could spend part of his time acquiring first-hand experience while 
the academic instruction should consist of a minimum of formal 
lectures and a maximum of round-table and seminar discussions. 
Industrial concerns might well create fellowships and send some 
of their promising men to betrained. Industryand the college must 
consequently work hand in hand. 

It is not to be expected that the development along the lines 
outlined above will produce complete industrial peace or absolute 
industrial justice, but the institution of properly manned, trained, 
and equipped departments of industrial relations within business 
units together with the introduction of. honest measures to give 
the worker greater control over the conditions of labor will undoubt- 
edly deerease wastes and inefficiencies. Beyond doubt, absen- 
teeism, turnover, and withheld effort will greatly decrease and the 
efficiency of labor be raised. 

The measures discussed above do not bear upon the question of 
the distribution of the product nor do they involve any change in 
the basic structure of business. Such changes may and perhaps 


should come, but irrespective of the fundamentals upon which 
industry rests the institution of such methods and organization 
as outlined above would benefit both workers and management. 
Taken all in all the movement is one of great possibilities. It 
promises to aid greatly in the adjustment of labor difficulties. 


Paut H. DouGcLas 
EMERGENCY FLEET CORPORATION 
PHILADELPHIA, Pa. 





THE PLACE OF AGRICULTURE IN MODERN INDUS- 
TRIAL SOCIETY. II 


VIII. THE COURSE OF DEVELOPMENT IN THE UNITED STATES 


In the face of all this illuminating foreign experience and 
experimentation the United States has pursued a course too hap- 
hazard to be dignified with the name “policy,” unless perhaps 
we shall concede that the unconscious acquiescence of the public 
at large has followed the dictates of a conscious and astute neo- 
mercantilism on the part of, commercial and manufacturing 
interests. 

The mercantilist was kept well in check prior to the Civil War, 
though largely by the force of inward circumstance. We must 
not forget that it was nationalistic sentiment, forced into prom- 
inence by the unwillingness of European countries to enter into 
the free-trade relation which the young republic desired and by 
the disturbing influences of European wars and our own second 
conflict with England, which brought about our entrance upon a 
program of protective tariff-making. In working out this ideal 
of national self-sufficiency both high costs and great difficulties 
of transportation and the lack of open markets in Europe caused 
the directing of special measures toward the fostering of our own 
industries, agricultural as well as manufacturing. The European 


*“The embarrassments which have obstructed the progress of our external 
trade have led to serious reflections on the necessity of enlarging the sphere of our 
domestic commerce As to creating, in some instances, a new, and securing 
in all a more certain and steady demand for the surplus product of the soil, this is 
a principal means by which the establishment of manufactures contributes to an 
augmentation of the produce or revenue of the country, and has an immediate and 
direct relation to the prosperity of agriculture. It is evident that the exertions of 
the husbandman will be steady or fluctuating, vigorous or feeble, in proportion to 
the steadiness or fluctuation, adequateness or inadequateness, of the markets on 
which he must depend for the vent of the surplus which may be produced by his 
labor; and that such surplus, in the ordinary course of things, will be greater or less 
in the same proportion The bulkiness of those commodities which are the 
chief productions of the soil necessarily imposes very heavy charges on their trans- 
portation to distant markets. These charges, in the cases in which the nations to 
whom our products are sent maintain a competition in the supply of their own 


56x 
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countries had not yet abandoned the effort to maintain home 
supplies of agricultural produce and, while such products of the 
southern states as could not be produced in the climate of Europe 
had a ready export demand, the farmers of the middle and north- 
ern states were constantly brought face to face with “restrictive 
regulations which in foreign markets abridge the vent of the 
increasing surplus of our agricultural produce.’ 

While unquestionably industrial interests got the bit in their 
teeth during the decade preceding the Compromise Bill of 1833, 
even these most radical protection measures were supported by the 
farmers of the North and West, who found their interests served 
by the growth of manufacturing populations in the central and 
northeastern sections of the country. In exchange for any dis- 
advantage they may have suffered in the way of higher prices of 
manufactured wares, they were able to extract from those indus- 
trial interests a much-needed support for the policies of cheap 
western lands and internal improvements which they regarded as 
the prime requirements for their prosperity.?, As soon, however, 


markets, principally fall upon us, and form material deductions from the primitive 
value of the articles furnished. The charges on manufactured supplies brought 
from Europe are greatly enhanced by the same circumstance of distance. These 
charges, again, in the cases in which our own industry maintains no competition in 
our own markets, also principally fall upon us and are an additional cause of extraor- 
dinary deduction from the primitive value of our own products, these being the ma- 
terials of exchange for the foreign fabrics which we consume.’”—Hamilton, “Report 
on Manufactures,” in Taussig, State Papers and Speeches on the Tariff, pp. 1, 
22, 50. 

*Ibid.,p.1. It may be mentioned at this point that southern producers of cotton 
were protected against the competition of the West Indies and Brazil by a duty of 
three cents a pound in the tariff of 1789. Kentucky hemp got sixty cents per hundred- 
weight, and sugar one to three cents per pound. Wool protection began iu 1824. 

2“The struggles of sections were centering about these three economic issues— 
tariff, public lands, and internal improvements. The interest of the different sections 
in these issues, in the order of their importance, was as follows: The Northwest—low- 
priced public lands, internal improvements, a high tariff; the Southwest—low-priced 
public lands, a low tariff, internal improvements; the seaboard South—a low tariff, 
no internal improvements at federal expense, high-priced public lands; the North 
Atlantic states—a high tariff, high-priced public lands, internal improvements. 
Under these conditions the North Atlantic states, the South, and the West, needed 
the assistance of another section to get what each wanted most—a high tariff, a low 
tariff, and freedom of the public domain, respectively.”—Wellington, The Political 
and Sectional Influence of the Public Lands, 1828-1842, p. 9. 
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as developments in these directions, together with a better access 
to European markets, caused their interests to become identified 
with an untrammeled export trade, their junction with the south- 
ern planters, whose interests had always pointed in that direction, 
effected a great curtailment in protection to industries (whose 
infancy had by then been quite sufficiently prolonged). 

In general it may be said that from the time of the loosening of 
British control until the time of our Civil War the position of 
agriculture in our economic society was determined largely by 
natural forces too strong to be in any considerable degree abro- 
gated by political interference. A few special lines of effort such 
as wool-growing on the one hand or iron-making on the other had 
been manipulated to a certain extent. But our situation and 
resources were such as to make us inevitably a dominantly agri- 
cultural people with, however, an increasing home supply of simple 
and bulky manufactures in those lines for which raw materials 
were readily accessible, and a not inconsiderable commerce. It is 
doubtless true that, in the main at least, the growth of these 
industries represented not a subtraction of men and capital from 


a more profitable agricultural employment" but an additional in- 
ducement to the migration of population and capital from Europe 
to the benefit of American agriculture and the development of 


: Cf. Clay’s remarks during the tariff controversy in 1824: ‘‘Let us suppose that 
half a million of persons are now employed abroad in fabricating for our consumption 
those articles of which, by the operation of this bill, a supply is intended to be pro- 
vided within ourselves. That half a million of persons are, in effect, subsisted by us; 
but their actual means of subsistence are drawn from foreign agriculture. If we 
could transport them to this country and incorporate them in the mass of our own 
population, there would instantly arise a demand for an amount of provisions equal 
to that which would be requisite for their subsistence throughout the whole year. 
That demand, in the article of flour alone, would not be less than the quantity of 
about 900,000 barrels, besides a proportionate quantity of beef and pork, and other 
articles of subsistence. But 900,000 barrels of flour exceeded the entire quantity 
exported last year, by nearly 150,000 barrels. What activity would not this give? 
What cheerfulness would it not communicate to our now dispirited farming interest ? 
But if, instead of these five hundred thousand artisans emigrating from abroad, we 
give, by this bill, employment to an equal number of our own citizens now engaged 
in unprofitable agriculture, or idle from the want of business, the beneficial effect 
upon the productions of our farming labor would be nearly doubled.”—Amnals of 
Congress, 1823-24, 1972 (quoted in Bogart and Thempson, Readings in the Economic 
History of the United States, pp. 315-16). 
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an economic society whose relative proportions were fairly well 
balanced in view of surrounding circumstances." 

From the Civil War forward this situation has been greatly 
altered. The fighting disciples of mercantilism and industrial 
imperialism have consolidated the easy gains of the war period 
and the hardly less easy victories which grew out of the subse- 
quent demoralization of agriculture. The Homestead Act and 
free immigration, to be sure, inflated the volume of agriculture 
enormously but, after the subsidence of war prices, left it with 
constantly diminishing prosperity. The railroads, both in their 
control of rates and in their intermediary services in the disposal 
of public lands (to say nothing of stock subscriptions and contri- 
butions of -right of way on the part of farmers), waxed great at 
the expense of the rural class. The manufacturer, protected by a 
most outrageous series of tariffs,? sold high in a market of poor 


"Henry (. Carey, writing in 1852 under the significant title ““‘The Harmony of 
Interests, Agricultural, Manufacturing, and Commercial,” argues much after the 
manner of List in behalf of “the American system.” ‘Adam Smith,” he says, “was 
fully possessed of the fact that, if the farmer or planter would flourish, he must bring 
the consumer to his side; and that if the artisan would flourish, he must seek to locate 
himseif in the place where the raw materials were grown, and aid the farmer by con- 
verting them into the forms fitting them for the use of men, and thus facilitating their 
transportation to distant lands. He saw well, that when men came thus together, 
there arose a general harmony of interests, each profiting his neighbor, and profiting 
by that neighbor’s success, whereas the tendency of commercial centralization was 
toward poverty and discord, abroad and at home. The object of protection among 
ourselves is that of aiding the farmers in the effort to bring consumers to their sides, 
and thus carry into effect the system advocated by the great author of The Wealth 
of Nations, while aiding in the annihilation of a system that has ruined Ireland, India, 
Portugal, Turkey, and all other countries subject to it; and the object of the follow- 
ing chapters is that of showing why it is that protection is needed; how it operates 
in promoting the prosperity of, and harmony among, the various portions of society; 
and how certain it is that the true, the profitable, and the only means of attaining perfect 
freedom of trade, is to be found in that efficient protection which shall fully and com- 
pletely carry out the doctrine of Dr. Smith, in bringing the loom and the anvil to take 
their natural places by the side of the plough and the harrow.’’—Preface, pp. iii-iv. 

2 ‘The plundered, unprotected, twenty-five million of geese-like farmers permit 
themselves to be plucked of almost every feather by a hundred thousand ‘protected’ 
monopolists. The fabricants live focalized in the cities and plot and scheme for the 
promotion of their selfish interests and bring their united lobby influence to bear on 
members of Congress, whereas the farmers live isolated and scattered, and can’t or 
don’t combine in defence of their interests. Hence, they are unprotected, unrepre- 
sented and unconscious of what keeps them poor. They are captivated by the spe- 
cious cry of ‘protection to American industry,’ tho’ they get none of it; and of the 
value of the ‘protected’ home markets to them, as if protected monopolists eat any 
more than other men.””—Joseph Medill in the Chicago Tribune (quoted in Strange, The 
Farmers’ Tariff Manual, p. 347). 
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country buyers the goods produced cheaply from low-priced raw 
materials and labor fed on cheap domestic produce. In the money 
markets the farmers were given scant service at the highest rate, 
until their industry showed marked signs of financial anemia. 

At the opening of the twentieth century American agriculture 
stood in just the same subservient position to American indus- 
trialism that the colonies had occupied toward England a century 
and a quarter before. The inevitable revolution to which that 
situation must lead was in full progress when the European war 
broke upon us. The slow realignment of prices brought about 
by the cessation of geographical expansion and by the progress of 
cityward migration had brought results in the way of more 
adequate returns to farm enterprise. Nearly twenty-five years of 
agitation had brought reforms in the credit structure which put 
farming more nearly on an equality with other industries. A 
tortoise-paced development of rural education had paved the way 
for a tolerable labor efficiency in the technical phases of agricul- 
ture, and another generation may see equal progress in the direc- 
tion of needful training for the economic organization of the 
industry. 


IX. THE PRESENT POSTURE OF THE PROBLEM 


After the disturbed and disturbing interlude of a four years’ 
world-war we may well ask what is probable or desirable as the 
next step. Today we stand at the dawn of a new epoch—one 
whose fateful possibilities and fruitful opportunities challenge us 
to draw up a policy of economic adjustment which shall be based 
upon a frank and clear recognition of the issues involved and upon 
a sensible discernment of the results, which will flow from one or 
another course of action. 

Let us recognize at the outset that the decade or so immedi- 
ately preceding the war had greatly strengthened the position of 
agriculture, and that war prices have brought further prosperity. 
Yet I doubt that it could be shown that the horn of agriculture is 
today unduly exalted in the United States, and furthermore its 
prospects in the near future are to my mind by no means dazzling. 
The advantages incident to this country’s peculiar situation— 
diplomatic, geographical, military, and financial—with reference 
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to the war are now swept away and our agriculture is soon to 
feel clearly the competition of other countries which, with the 
release of shipping and the return of their man power, will be in a 
position to work energetically and effectively for the supplying of 
both the European and other foreign markets in which we have 
sold. Unless the epidemic of bolshevism passes into a chronic 
stage over wide areas, we may expect that Europe, now that 
ancient habits of thrift are reinforced by the exigent appeal for 
meeting national deficits, may be counted upon to stimulate home 
sources of agricultural supply to their maximum contribution to 
the national subsistence. The expressed intentions of England, 
France, and Italy point toward the rehabilitation of agriculture, 
and in many cases even its expansion, as a most profitable line 
for the immediate direction of post-war activities. Presumably 
Holland, Denmark, and the other neutrals will strive (and this in 
a strategic location at the door of the greatest of markets) to 
maintain every possible bit of the advantages gained during the 
war period. As long as disorder reigns in Central and Eastern 
Europe its market for American goods is practically nil, and 
agriculture must be the industry which is least demoralized in the 
transition period, and whose output will be quickly expanded 
upon the return of settled government. Likewise our commercial 
invasion, present or prospective, of new foreign markets in coun- 
tries industrially backward is bound to put in competition with 
us another source of supplies of farm products, whose extent 
is, to be sure, problematic but presumably quite large. 

At the same time industry (to which, rather than to agricul- 
ture, went the nimble dollar of the war speculator and the mobile 
and newly recruited labor forces of the war period) under the aegis 
of government protection and private aid, fares forth well armed 
and provisioned against the industrially devastated or politically 
hampered rivals which had formerly hemmed it in. Our manu- 
factures have expanded enormously under the stimulus of war. 
Our merchant marine has grown to astonishing proportions. 
(And shall we not say to immoderate pretentions ?) Our financial 
institutions have in four years’ time achieved as many decades of 
advancement. The partial desertion of South American and 
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oriental markets by European nations rouses the dream of a com- 
mercial and manufacturing future such as we had hardly dared 
imagine. Mercantilist forces are quite evidently looking forward 
to scoring heavily in the period which we are about to enter. 
Possessed of a definite program and effective organization for 
achieving it, they bid fair to claim the economic future of the 
United States for their own, little disturbed by the belated pro- 
tests of less forehanded interests, which may find themselves thereby 
excluded from their proper place in our economic organization. 

Financial and commercial interests are already looking forward 
to the after-war period as one of great industrial expansion in the 
“frontiers of the world.” In naked simplicity this project is 
thus set forth by one of its proponents: 


Pre-war preparations for industrial expansion were the logical outgrowth 
of conditions in the leading industrial nations. The United States, Japan, 
and Germany exemplified perhaps most completely the industrial develop- 
ment which characterized the latter years of the nineteenth century; and 
because of their relative industrial progress these countries naturally were 
looking increasingly for opportunities to expand, either through colonization 
or the enlargement of foreign trade and investments. And as a further conse- 
quence, toward the end of this period, it became necessary also for the surplus 
capital of other countries, which had contributed to this industrial growth, 
to seek opportunities in new areas. 

This combination of events is a repetition of a familiar experience. Once 
sntensive industrial development is under way it often carries a nation past the 
point of best distribution of productive factors, with a consequent disturbance 
of the equilibrium of industrial forces. Not until the point of best adjust - 
ment is past are the industrial leaders brought to a realization of the need 
for readjustment. But always the remedy for relatively over-intensive devel- 
opment lies, not in contraction, but in expansion. Additional supplies of 
raw materials must be obtained and new markets for finished goods 
developed 

Because of the unusual pressure in recent years for outlets for surplus 
capital, many plans were formulated for the development of transportation 
in various parts of the world. Isolated as they may appear when viewed 
singly, they are more rightly understood when regarded as so many expres- 
sions of a widespread desire to share in the industrial progress which comes 
with the development of new countries—the precursors of another of the 
world’s recurrent periods of notable industrial expansion." 


*From a circular, The Coming Industrial Expansion of the World, issued by the 
Guaranty Trust Company of New York, November 18, 1918. 
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Here is plain and cogent matter. Who runs may read—and 
who reads may well ponder. The United States is exhorted to 
throw itself into the same program of imperialistic mercantilism 
which has shaped the destinies of Europe. An economic system 
which has become lopsided through overdevelopment (see italics 
above, which are the present writer’s) on its industrial side is not 
to be allowed to regain its equilibrium by the restoration of its 
natural center of gravity, but is to be kept from falling by height- 
ening the speed of its motion—like a motorcyclist on a saucer- 
track. We are urged to set deliberately upon that course whose 
eventual dangers have appalled even England, to whose situation 
such a policy is infinitely more suited than it is to ours. A course 
which, even mitigated as it was by considerations of military self- 
sufficiency, has been the largest single factor in plunging Germany 
down to ruin. 

If America should now adopt the policy so vividly outlined 
in the quotation above and should follow the lure of ships and 
foreign markets and industrial greatness without stint or limit, 
the future adjustment of industries one to another in America 
must conform to that ideal, and all those interests which in any 
way run athwart that line of development must impose a self- 
denying ordinance upon themselves or be put by a strong hand 
back into their humble place of servitude. If our manufacturers 
and traders are to meet the competition of the world they must 
strip themselves of all hampering influences. As we have been 
adjured during the war to make every domestic sacrifice to the 
end that our expeditionary forces should feel no lightest drag 
upon their rush to victory, so now those who would fare forth to 
win American supremacy in the markets of the world demand 
that they shall not be checked either by the hesitancy of govern- 
ment or by the counterclaims of other interests. To further their 
great mission we should be glad to squander millions, even hun- 
dreds of millions, in the construction and maintenance of a merchant 
marine, we should abate our foolish zeal to regulate business 
organizations, lest we impair their ability to levy capital or to 
adopt whatever commercial practice may conduce to their success 
in the face of foreign competition. Neither the maintenance of 
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economic standards at home nor a living wage and decent treat- 
ment for sailors afloat must be allowed to handicap these knights 
of trade so unselfishly eager to set our flag over every com- 
mercial rampart of the world. Least of all can they be 
hampered by aught that would keep the prices of food products 


*“The Government should learn that ‘all great offices of state are occupied 
with commercial affairs’ and that ‘commerce is the greatest of all political interests.’ 
Great Britain, France, Italy, and Japan have evidenced due appreciation of these 
axioms of statesmanship in their reconstruction programmes. The peace plans of 
England, carefully worked out by the Government in co-operation with the country’s 
varied industries, include the lowering of the costs of production of its manufactures; 
the speeding up of labor; the cheapening of raw materials by buying in enormous 
quantities; nation-sized combinations; abolition of wasteful competition among 
manufacturers; the placing of Government funds at the disposal of producers who 
co-operate; the formation of big and influential associations of business men; the 
insurance of credits; the establishment of a commercial intelligence bureau of world- 
wide scope; the subsidizing of research bureaus for the benefit of manufacturers; 
the sanctioning of monopolies among the so-called ‘key’ products; the development 
of the inner arteries of the empire; the lowering of the costs of transportation, and 
the granting of preferential rates to British goods. 

“France proposes to lower the costs of production through standardization and 
modern methods; to effect an improvement in the relations between capital and 
labor; to purchase raw materials, cultivate new markets, and ship finished products 
at common expense; to provide assistance to production; to reduce imports, and 
increase exports; to enact liberal legislation in abolishing administrative restrictions; 
to initiate vast public works such as road-building, railroad extensions, dredging 
rivers, deepening harbors, and building a merchant marine. 

“Ttaly’s after-war programme calls for a protective tariff; the establishment of 
credit arrangements for foreign business; for the liberation of new industries from 
taxation; for the construction of canals to convert Rome into a first-class port; for 
the abolition of taxation on certain essential industries, and on capital while it is 
producing; for consular agents to act as the ‘economic eyes’ of the nation; and for 
the co-operation between financial interests and industry. 

‘Japan is preparing to give Government subsidies; immunity from taxation to 
certain industries; guaranteed dividends to certain subsidized industries; Govern- 
ment co-operation with big business interests; large Government appropriations for 
the developing of essential industries; the services of trade commissions to make 
detailed investigations and reports; the services of a commercial intelligence system; 
and the Japanese Government will insist that trades build for the future. 

“Unless we properly amend or repeal the Sherman and the Clayton Anti-trust 
laws, and the LaFollette Seamen’s Act, we cannot hope to compete successfully in 
foreign trade. And we should awake to the fact that we have outgrown our home 
markets so that foreign trade on a large scale is absolutely essential for the continu- 
ance of our prosperity.’"—Francis H. Sisson, vice-president of the Guaranty Trust 
Company of New York, in an address before the Trans-Mississippi Readjustment 
Congress, Omaha, February 19, 1919. 
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and raw materials above the lowest point to which they can by 
any means be hammered. 


Those interests which have in the past prospered upon cheap 
food and raw materials from a depressed agriculture at home 
now hope to engineer an even greater boom upon the basis of 
new cheap sources of these goods in more primitive foreign lands, 
grandly oblivious to the effect which this lowering of prices 
would have upon American agriculture and upon the domestic- 
consumption market. Perhaps a Seamen’s Act, an American 
Federation of Labor, and the presence of labor delegates at the 
Peace Conference will safeguard a moderate working day and a 
living wage for mechanics and mill hands and even put working 
standards under the protection of international guaranties. But 
there are no farmer delegates at the peace table to represent the 
interests of the American farmer’ and to urge the adjustment of 
international economic relations in a manner which will take 
account of his proper claims when brought into competition with 
the European peasant and the Asiatic coolie. The foreign mis- 
sionary of trade preaches still from the text of tariff protection 
sufficient in amount to equalize home costs with those abroad, 
but when the farmer suggests the applications of that engaging 
doctrine to this business, he is told to “go home and slop the hogs.’” 

The fact that farmers have voted the burdens of manufac- 
turers’ protective tarifis upon themselves year after year because 
pseudo-protection to farm products was set down in the act as a 
means of throwing ‘‘dust in the farmer’s eyes’’> does not prove 


*A subcommittee of the National Board of Farm Organization did indeed plan 
to visit Europe for the purpose of studying agricultural conditions there, as a guide 
to our own reconstruction efforts, but were forced to abandon the intention because 
of the refusal of passports. The fact that this action was based, according to the 
State Department’s note, upon a recommendation of the Secretary of Agriculture has 
added not a little to the widespread distrust and dissatisfaction with which the farmers 
of the country view the present administration of the latter department. 

2 The farmer today seems, however, less inclined to obey this homely but force- 
ful advice than he was in the past when given a like admonition. He persists in a 
curiosity, which in other business men is esteemed to be natural and laudable, to get 
definite information about his own costs of production and those of his competitors 
as a guide to the future organization of his business. 

3 Taussig, Tariff History of the United States, p. 367, and passim. 
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that they will continue to wear a ring in the nose now that it 
becomes so glaringly evident that their products, unprotected or 
but slightly protected, are actually being hit by imports from 
abroad.t The January thaw in the corn pit, when values melted 
away under the influence of a (largely potential) movement of 
Argentine corn, started a flood of discussion in the Middle West 
which is very likely to sweep away some old political landmarks. 
The writer has no desire to present an argument in favor of 
agricultural tariffs as such. He fears indeed that what has already 
been said in connection with European experience might too easily 
be construed as praise of such an economic policy. But we are 
confronted not by the pure theory of free trade but by the sordid 
practice of protection to a wide variety of particular interests. 
The best goal attainable at present would be reached if we should 
pass from tariff as a “local issue” and government aid as a 
personal privilege, to a condition where a truly national economy 


* Many straws show that the wind blows from this direction. The National 
Live Stock Association, meeting in January, 1919, passed resolutions asking for 
“such embargoes and import duties as will permit our own products to meet the 
imported articles upon an equal basis, as computed by the cost of production.” 

The merchant-marine policy as well as the tariff outlook is being critically scru- 
tinized. The National Wool Growers’ Association asks editorially in its official 
organ what, if not agricultural products, this great new merchant fleet is to bring 
back from those non-industrial countries which are to be exploited by our manufac- 
turers. And the rural New Yorker, commenting on the fact that Mr. Hurley seeks 
a poll of the opinion of “business, civic, industrial, and labor organizations” and 
seems to consider the farmer’s views negligible, says: ‘If we have a merchant marine 
that is subsidized and freights made practically negligible on the ocean, while rail- 
road freight rates are shoved up, what is to be the effect on the condition of farming ? 
Will it help or injure us? What about butter and cheese from Australia and New 
Zealand, and what from other countries, such as eggs from China, etc.? It is nota 
question I care to discuss at this moment, for it has two sides, but the merchant marine 
as it seems to be planned now is largely for the advancement of business and labor 
and for getting foods cheaper. We ought to be thinking about it a little, and our 
leaders in agriculture should be heard on the subject as well as labor and business 
interests.” 

The essential point in all this is that numerous associations of farmers (and 
latest and most significant the federations of county farm bureaus) are putting them- 
selves in a position to demand a hearing on these questions. It is useless to depre- 
cate the movement as the creation of class consciousness. The pertinent questions 
are how sane and intelligent will their leadership show itself to be and whether the 
issue will be met by other interests frankly and fairly or by stupid and autocratic 
efforts at repression. Such a course would probably force it into blindly destructive 
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is established by a consistent policy. It is utopian to ‘dream 
now of what List was fond of calling the ‘‘cosmopolite” economy. 
If manufacturing, commercial, shipping, and financial interests 
are to maintain their own advantages and secure yet new ones in 
the way of tariffs, bounties, public subventions, and private priv- 
ileges, some patent, more of them disguised, then agriculture must 
secure countervailing aid and support or find itself in an artificially 
unfavorable position and steadily losing ground in the unequal 
struggle. Since we have already embarked upon such a policy 
of industrial protection; since, in view of the trend of foreign 
action, we are probably committed to such a course; since the 
outlook seems even to be for a strengthening of these politico- 
economic advantages for certain alert and unbashful interests, 


struggles far worse than anything the Non-Partisan League has done or now contem- 
plates. As for the character of leadership, it varies enormously, being generally 
honest but mostly not very able. Even those farmers who are ranked as the best 
educated know crops and soils and animal husbandry rather than political science or 
economics. Most of the associations, while reaching bravely forward toward the 
betterment of their group or class position, are extremely vague or divided as to the 
specific measures which would enable them to reach these goals. There is a marked 
tendency to praise and emulate what organized labor has done. One of the most 
striking features of the whole situation, however, is the marked feeling of divided 
interests which seem to be growing up between the farmer and the industrial worker. 
This became apparent when the Non-Partisan League attempted recently at Chicago 
to affect an affiliation with a radical wing of the labor party. It is further apparent 
in the two following quotations from prominent farm journals: 

“Farm problems can only be solved by farmers themselves, banded together in 
organizations that are independent of all other interests. Any move to affiliate 
organized agriculture with organized labor or any other interest is full of peril.”— 
Prairie Farmer, February 22, 19109. 

‘‘What farmers as a class most need to know is how to bargain better, how to 
buy cheaper and how to sell at higher prices, how to protect themselves in the eternal 
economic struggle with capital and labor; how to safeguard the agriculture of the 
United States in the international trade struggle which is coming after the war; how 
the farmer may live and at the same time maintain the fertility of the soil so that 
the generations which come after him can live as well or better than he did; how to 
build up a sound and satisfying rural civilization; how to deal with the financial, 
industrial and labor interests of the country in such a way that all will get even- 
handed justice. These are some of the things the farmer as a class wants to bring 
about. And the agricultural colleges are not helping him; in fact, they are hindering 
him. And the Department of Agriculture is worse, much worse, both in its sins of 
omission and commission, than the agricultural colleges.”—Wallace’s Farmer, Sep- 
tember 27, 1918. 
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it behooves us to ponder carefully whether any impairment of the 
present position of agriculture in the commonwealth (or shall we 
say hegemony ?) of callings in the United States would not be a 
serious misfortune. 

Even though a League of Nations were to hold out such cer- 
tain promise of peace as to remove forever the last vestige of a 
motive of military self-sufficiency, is there not still a sort of eco- 
nomic balance, faintly discernible but distinctly desirable, which 
might be denominated “industrial self-sufficiency” ? Is it not in 
the end better to maintain agriculture in a state of prosperity 
than to allow it to decay, even force it into a decline, in the face 
of the certain need for its rehabilitation at no very distant time? 
The writer is frank to admit that as soon as internal peace can be 
secured in Eastern Europe and the great prairies of Russia and 
Siberia be thrown open to exploitation, as soon as South Africa 
and South America shall be awakened by this new order of world- 
industrialism, we of the United States shall in all probability be 
able to secure the chief of our staple foods and several of our 
textiles more cheaply abroad than at home. But it should be 
obvious that at this stage of the world’s development such a 
reprieve from the hard facts of diminishing returns is bound to 
be brief. The advantages of building our economic structure 
upon that melting foundation are quite evidently less today than 
they were when England adopted her extreme policy of ‘ships 
and colonies and commerce.” And today England is setting 
seriously about the restoration of her agriculture, which might 
quite possibly have been maintained throughout with more 
economical results in the long run. 

We are such unconscionable pioneers, rushing off in quest of 
the pot of gold at the end of the rainbow and leaving the sober 
tasks of conserved and permanent systems of enterprise neglected. 
It is too late now to speculate upon what would have happened 
and what would have been the ultimate balance of gains and losses 
if mankind could have resisted the intoxication of power’ which, 
since the Industrial Revolution got full swing, has been causing 


* Due to the advent of power machines and locomotive appliances, enabling us, 
as they did, very easily to dig out the surface riches of every new land and 
very rapidly to carry off this loot. 
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us to lash industry to the maddest race of speculative and ill- 
balanced development, putting the car of progress in the ditch 
about once every twenty years—with several hair-raising skids 
between the grand smashes. But assuredly it is not too late to 
urge the lords of trade to avoid a rash determination to turn now 
to the virgin allurements of other countries for agricultural con- 
quest, and away from our own broad-bosomed land, even though 
her youthful charms have become in some measure faded by use 
and the passage of time. We are fast coming to the day when 
such captious inconstancy will be no longer possible, and indeed 
the long-run wisdom of such a procedure is already under ques- 
tion. 

Before we commit ourselves to action on the hypothesis that 
a highly specialized industrial career for the United States, with 
a greater incoming trade in farm products and a declining domestic 
agriculture, represents the most economic organization of human 
effort upon the totality of the world’s resources, we must scruti- 
nize the real issue with some care. Even should prices at the 
moment be cheaper abroad than at home, we should profit little 
if we organize our economic system so as to get supplies where 
costs, though now low, are increasing, whereas we might get them 
permanently provided from a source at which their prices, a modi- 
cum higher today, are nevertheless on a curve of diminishing 
costs. The products of extractive industry which are brought 
from new lands are bound to have their supply-and-demand ratio 
somewhat rapidly readjusted toward higher prices as these centers 
are brought upon the economic plane of the older lands. Con- 
trariwise, a country like the United States, its raub-bau checked 
before its natural resources had been too seriously depleted, and 
its agricultural producers being in the main of a remarkably high 
type, if given any decent chance, can keep costs well in hand and 
even declining through a system of adequately capitalized scien- 
tific farming. But this incipient triumph of efficiency for our 
agriculture as a modern industry is not to be inaugurated amidst 
slaughtered prices, deprivation of the capital indispensable to an 
advancing science and machine technique, or a generally weak 
institutional position for agriculture. Who shall say that if the 
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hundreds of millions, the billions even, which would have to be 
spent to build and operate ships to go to the “frontiers of the 
world” and build railways to its uttermost bound were used to 
relieve the capital deficiency of our domestic agriculture, and 
likewise if this organizing skill were turned to the captaining of 
our rural enterprise, they would not produce as great results today 
and equip us better for tomorrow’s needs ? 

The present moment proclaims its fitness as a time for stabiliz- 
ing American agriculture under a broad and far-seeing policy upon 
a basis of permanent efficiency, scaled in accordance with the 
varied economic resources of our country. We should see to it 
that the tragic experiences of the abandoned farms of New Eng- 
land and other eastern states and those others of the eighty’s and 
ninety’s in the subhumid region beyond the Mississippi, shall not 
be repeated, nor the mournful company be increased by yet others 
near the margin of what has now become profitable use. Our 
national agricultural industry was just becoming re-established in 
a position fairly harmonious with other lines of economic endeavor 
when the clamor of a high cost of living threatened to loose upon 
it a flood of only half-reasoned efforts toward drastic price reduc- 
tion. The public at large needs to learn that it has only recently 
emerged from a period of extraordinarily cheap farm products 
rather than to suppose that it is only temporarily and more or 
less improperly plunged into a readily remediable situation of 
high-priced food and textiles. However high one may set the 
possibilities of scientific efficiency in agriculture (and the writer 
is one to set the mark very high indeed) we must not forget that 
the principle of diminishing returns from land is from now on 
pulling heavily against us. Sighs for the “good old days” are 
wasted breath. We need education, capital, and organization, 
and to get them we must have a wise public policy, not penny- 
a-line misinformation. 

Agriculture can rightly claim no vested interest in any special 
position in our economic system, but it should have full, timely, 
and competent presentation for its side of these public issues to 
which it is a party. It should be accorded as good treatment as 
the “most favored” industry. The public interest demands that 
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our future efforts shall not be turned in a particular direction 
simply because that course is the one by which to perpetuate the 
adventitious industrial profits of war time, or to make profitable 
carrying charges to the shipowner, or to enhance the returns of 
money changers; it demands that our judgment shall not be mis- 
led by the evanescent superprofits of exploitation, nor that, falling 
into the rut of a particular sort of extensive organization, we shall 
fail to see the economies possible from better-equipped and organ- 
ized system, a more compact integration of economic life in its 
established centers. If, with an honest desire to put our efforts 
where they will effect the maximum of economic well-being for 
the whole people, we act only upon the basis of a searching and 
far-seeing examination of the facts, we shall be able to set forth a 
policy which will enable manufacturers to occupy the territory 
which they can hold permanently by the strength of true economic 
advantage, and maintain our agriculture on a basis of size and 
efficiency capable of adequately supporting this economic struc- 
ture and of permitting its safe expansion as our technique of 
living improves. 


X. CONCLUSION 


In conclusion, it seems that the United States cannot avoid 
an open clash of interests such as every modern nation must 
meet when the process of its economic evolution carries it into 
the maturer stages of diversified industrial life. On the one hand 
stands an overweening mercantilism, on the other a churlish agra- 
rianism; and between these extremes all shades of moderation, 
with a narrow zone of safety within which rival claims are reason- 
ably harmonized. Only by honest admission of this inevitable 
conflict of interest can we develop the sound statesmanship by 
which such a wholesome adjustment can be brought about. 
Ostrich tactics of evasion are neither worthy nor safe. It is high 
time we faced the question as other countries have had to face it. 
We need to examine their experience with care and to study our 
own circumstances with penetrating and unprejudiced eyes.’ 


‘In this connection a caution may not be out of place. The economist’s studies 
on the industrial side of our society have shown a need on the part of the investigator 
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Perhaps the greatest difficulty in the whole matter resides in 
an age-old tendency to view rural life merely as a means to indus- 
trial greatness rather than as itself a co-ordinate concern of social 
polity. This in itself is a large question and its consideration 


must be deferred to another time. 
E. G. NoursE 


Iowa STATE COLLEGE 


of acquainting himself with many technological details of modern manufacturing 
processes, and of analyzing carefully the psychology and environmental background 
of the various parties in the industrial organization. Likewise, those who attempt 
to bring the light of sound social science to bear upon the rural problem must be 
thoroughly conversant with the technique of modern farming, which has changed 
and is today changing with considerable rapidity, and also the personal equation 
not of “the farmer” but of the widely differentiated classes who make up our rural 
population. 

The present paper does not aspire to present any solution of the present 
agricultural-industrial problem of the United States, but it does seek to set this 
problem in its proper perspective and would urge that those who assume the respon- 
sibility of dealing with this problem shall be not unmindful of the fact that economic 
theories can be sound only in proportion as they keep in touch with technological 
and psychological verities. 





“COMMERCIAL BANKING AND CAPITAL FORMATION” 
A CRITICISM 


An attempt to explain the relation of specific institutions, habits, 
and immemorial precepts to the fundamental processes of economic 
society is a praiseworthy effort at any time, but especially com- 
mendable in these days. Perhaps never before have so many 
people in the world been quite so “open-minded”’ toward new 
ideas. This unsettled attitude makes experimentation attractive 
and experience loses its authority. It is for this reason that an 
exhaustive inquiry into the essential functions of particular institu- 
tions and into the validity of accepted principles of economic con- 
duct pursued to the very bases of the economic life of society has 
an especial value under the present circumstances. 

In undertaking to bring about a better comprehension of the 
economic significance of the institution of banking and its relation 
to the creation of capital goods Mr. Moulton has performed’ a real 
social service, for which he is entitled to the gratitude of his con- 
temporaries. In the course of his keen analysis, moreover, he has 
succeeded in contributing not a little to the advancement of the 
science.? Nevertheless, I conceive that errors have crept in at 
points. All of them are traceable, it seems to me, to a confused, 
if not a false, notion of the relation of production to consumption. 
Disagreeing upon such a fundamental matter of economic theory 
from the views expressed by the writer I venture to state the reasons 
that do not permit me to follow him in his conclusions. 

As old as production for the market is the notion that “spend- 
ing,” i.e., using one’s income for the acquisition of goods intended 

* “Commercial Banking and Capital Formation,” Journal of Political Economy, 
XXVI, 484, 638, 705, 840. 

* Cf. particularly the discussion of the relation of loans and discounts to the cash 
reserve (Part I, May, 1918); the reference to the investment features of commercial 
banking (Part II, June, 1918); directing attention to the want of any theoretical 


analysis of the institutional processes by which savings are converted into productive 
equipment (Part IV, November, 1918); and elsewhere. 
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for current consumption, is essential to the prosperity of the com- 
munity. In a sense this notion is well founded. The production 
upon which one’s income depends cannot be indefinitely carried 
on without a certain “cost.” In the sense, then, that all producers 
must be consumers, if production is to be kept up, the notion is 
true. To this extent, at least, prosperity depends upon “‘spending.”’ 

But the proposition that the “‘spending” of income for directly 
consumable goods is essential to the prosperity of trade frequently 
brings in its train as an easy but unfounded corollary the assump- 
tion that the more of the income “spent” the more flourishing 
must be the condition of the community’s trade. Malthus, it will 
be recalled, declared that “while it is quite certain that an adequate 
passion for consumption may fully keep up the proper proportion 
between supply and demand, it appears to be quite as certain that 
a passion for accumulation must inevitably lead to a supply of 
commodities beyond what the structure and habits of such a society 
will permit to be consumed.’* Ricardo saw that this did not 
comport with his belief that capital was reproductive,” furnishing 
a demand for labor and goods, not alone in its initial commitment 
but indefinitely from its perennial fructification. But it remained 
for an acute Frenchman not only to point out Malthus’ error, but 
to fortify his criticism by advancing an explanation that at once 
covered the industrial facts and did not violate the fundamental 
tenets of the classical system. J. B. Say maintained that the real 
difficulty in a “‘glut’’ was the underproduction of certain classes 
of goods with reference to others; or, putting it the other way 
around, these ‘‘other’’ goods were relatively overproduced. Every 
producer, he thought, must have in the very nature of things, so 
long as there exists free competition, the power to carry off from 
the market values equal to the value-products he has brought to 
the market.2 But that there could be no such thing as an excess 
either of goods in general or of capital he was perfectly clear. 
“What limits the demand for productive equipment? It is the 
extent of production, and as the extent of production depends 


* Principles of Political Economy (American ed., 1821), pp. 273-90. 
2 Letters of Ricardo to Malthus, pp. 38-42, 167-71. 
3 “Mélanges et Correspondance,” Lettres @ Malthus, pp. 630-36. 
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on the extent of the productive equipment the demand for produc- 
tive equipment is increased in the same proportion as the productive 
equipment itself.” 

As Say saw it, “gluts’”’ were but the natural processes of cor- 
rection for the maladjustment? coming from the over-exploitation 
of special fields. It would seem, thus, that the argument that the 
accumulation of capital may proceed too rapidly and lead to an 
overproduction of consumption goods and the attendant evils of 
depression had been “hit in the head” a century ago. It ought 
to have been thenceforth apparent that it is not consumption which 
limits production. Products buy products; and within any 
flexible exchange society the “will to produce” and the instruments 
for producing are the only economic limits to production. Never- 
theless, the false doctrine of Malthus keeps cropping out even 
nowadays in the conversations of business men and in the fulmina- 
tions of the editorial writers of the daily press. In these quarters 
no hesitancy is felt in passing from panegyrics upon the virtue of 
thrift to tirades against those who refuse “‘to keep money circulat- 
ing”’ by “spending”’ their income. 

In this broad form, however, the proposition is so obviously 
self-contradictory that professional economists of the recent past 
have seldom been guilty of embracing it. Rather the basic idea 
that consumption limits production has a tendency recurrently 
to appear among them dressed in a more seductive garb. With 
variations it is cut substantially along these lines: ‘a well-balanced 
economy will eschew equally excessive saving and excessive spend- 
ing and seek a proper proportion in the division of income between 
these two ends.” Carey,’ Taussig,4 Hobson,’ Davenport® have all 

 Traite d’ Economie Politique (1st ed.), Livre IV, chap. v. 

2It should be noted, perhaps, that Say’s treatment of the problem of “gluts” 
is not being advanced as a complete and adequate exposition of the theory of periodicity 
of business. He had, in fact, very little to say about the causes of crises. He did 
not envisage economic problems in terms of pecuniary valuation and market psy- 
chology. But in its industrial aspects it is believed that he did set forth the true 
nature of what occurs during a depression. 

3 Principles of Social Science, III, 60-70. 

4 Principles of Economics, I1, 45-50. 

5 The Industrial System, chap. iii and passim. 

6 New York Times Annalist, VI, 520. 
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expressed this view from time to time... Mr. Moulton adopts the 
proposition whole-heartedly in the articles under review in these 
terms: 

On the one hand, if the pecuniary savings of the people chance to be very 
small, not enough funds are released for the use of capitalists who wish to 
create new capital This is overconsumption On the other 
hand, if pecuniary savings are very large . . . . the “‘relentless” saving ... . 
that has been involved serves to check the demand for the products of expand- * 
ing industry and thus again to retard unduly the creation of new capital. A 
happy medium in the matter of pecuniary saving is therefore required—enough 
saving to furnish funds for increasing capital but not so much as to restrict 
unduly the demand for expanding industry. 


From the point of view of the general prosperity and economic 
progress of the community (reservation being made of any reduction 
in individual efficiency), can men “spend”’ too little? Or, to put 
it in another way, from the point of view of the effect upon the 
market for the products of others can individuals “spend’’ too 
little? Both of these questions, if the following analysis is not 
fallacious, must be answered in the negative. We shall proceed 
always upon the assumption that whatever part of the income is 
not “spent’’ is “invested,” i.e., placed at work somewhere to 
increase current income. 

Let us take the illustration put forward’ by Mr. Moulton: 
“Mr. Jones produces goods for Mr. Smith’s consumption. Smith 
in turn produces goods for Jones’s consumption. Now if Jones 
curtails his consumption in obedience to a thrifty impulse or a 
desire to secure a competency for old age he curtails the demand for 
Smith’s goods and thus reduces Smith’s production.” But the 
fact that Jones does not continue to consume the products of 
Smith does not mean that Jones’s purchasing power is withheld 

It will usually be found that in making such statements writers have in mind 
not alone the use of total income but the use of surplus income, or income above such 
deductions as the maintenance of a decent standard of living requires. Accounting 
terminology may help to make more incisive the distinction. The proposition is 
intended to apply not to “gross” revenue only, but to “net income” as well. For 


clearly no one would argue that due allowance should not be made for ‘operating 
expenses.”” So much was conceded at the outset in this paper. 


2 Jour. Pol. Econ., XXVI, 870. 
3 Op. cit., p. 853. 
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from the market altogether. It means only that having decided 
to practice thrift he has placed upon the market a fund of value 
which may be used, either by entrepreneurs who get possession of 
it through specialized investment agencies or by Jones himself, in a 
reproductive process where it constitutes a demand for Smith’s 
products. The single proviso is that Smith will make the character 
of his products fit the demand which rules upon the market, i.e., 
meet the requirements of the free purchasing power. Of course, 
if Smith persists in producing goods that find no demand upon the 
market or the demand for which is low relative to the demand 
for the products of alternative pursuits then he will be relatively 
ill paid for his time and the use of whatever equipment he may 
possess. This necessity is not a new one introduced by Jones’s 
altered disposition, however, but was operative from the beginning, 
i.e., in the exchanges antecedent to Jones’s determination to be 
thrifty. 

“While it is easy,” the writer continues, ‘“‘to see the inter- 
dependence of large consumption and new capital formation in 
this simple illustration of isolated individuals, such relationship is 
usually overlooked in the complicated specialization and exchange, 
etc.”’ It is overlooked, it might be remarked, for the reason that 
the relationship does not exist. Mr. Moulton sees it only because 
he carries over from his preceding hypothesis of the primitive settler 
certain assumptions which are unwarrantable. They are not con- 
sistent with the assumptions introduced by the new hypothesis (of 
specialized labor, pecuniary incomes, divorce from the land, etc.). 
For the primitive settler, it was true, once the avenues of direct 
capital formation were closed the whole process of capital formation 
would cease. Again, where isolated individual laborers, Jones and 
Smith, are assumed, a slight reduction in the demand of Jones for 
consumable products made by Smith might leave Smith with no 
profitable employment for a fraction of his time. 

Under the actual conditions which obtain where there is 
specialization of labor and specialized institutions for the collec- 
tion and application of pecuniary savings, however, labor is auto- 
matically released from the production of consumption goods and 
drawn into the production of capital equipment in response to the 
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superior demand for the latter. One gets, if the assumptions of 
the hypothesis are made consistent, a fairly fundable mass of 
individual labor units (in place of the indivisible Smith), which 
like dollar units of capital flow with but relatively slight friction 
among the several fields of productive employment tending to 
find one level of remuneration, subject to the. special modifying 
circumstances of each employment. Under these conditions the 
dire results to Smith, considered as this labor fund, from a reduc- 
tion in the demand for the consumable products of Smith will not 
materialize. The purchasing power of Jones, which was formerly 
used to buy Smith’s consumable products, will now with equal 
satisfaction to Smith be used to buy the capital equipment the 
production of which Smith has undertaken in response to the altered 
social demand schedule. 

From the argument he has built up around this illustration 
Mr. Moulton would apparently be constrained to deny that any 
departure from the existing apportionment of income between 
consumable goods and capital goods in the direction of greater 
saving could fail to work economic injury to other producers. It 
is believed, however, that this does not truly represent his position 
and that in a final test he would agree with Taussig, whose exposi- 
tion he cites' with approval. It ought to be perfectly clear that 
the production of capital equipment, in the first instance, will 
furnish employment to labor and a demand for consumable goods 
by thosé engaged in the undertaking, thus giving other producers a 
market for their products just as effective as in the case of the 
non-productive consumption of the income saved. So much is 
conceded by Taussig, but he contends? that this process of saving 
and capital formation has an economic limit. Overinvestment is 
in his view a real economic evil and a real, if not imminent, danger. 

It is said that as soon as the initial addition to the capital equip- 
ment is made and placed in operation there will be found difficulty 
in marketing its consumable products because purchasing power is, 
upon the assumption that the-new thriftiness continues, not being 
directed toward consumptive expenditure. The result will be, 
according to Taussig, “universal overproduction,” by which he 

"Op. cit., p. 858. 2 Principles of Economics, II, chap. xli. 
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means “production beyond the possibility of sale at a profit.” 
The fallacy’ in this reasoning is essentially the same as that in the 
naive overproduction theory. The difference is that in the latter 
misdirected production of consumable goods is mistaken for their 
overproduction, whereas in the former misapplied investment is 
mistaken for overinvestment. If the change in the importance 
people attach to future needs as against present needs (as evidenced 
by their reduced demand for consumption goods and increased 
demand for productive equipment) persists,? then it is clear that the 
new capital equipment must to a degree be used for the production 
of still more capital equipment? in order to satisfy their demand. 
If in the face of the lower discount of the future the whole of the 
new capital equipment that is added is specialized for the produc- 
tion of consumable commodities, or being of general adaptability 
is yet used for that purpose, then it will very possibly be used only 
at an economic loss. Apparently there has been overaccumulation 
and overproduction of capital equipment. Really just the opposite 
has occurred—a relative underproduction of durative goods. But 
it ought to be evident that there may be a progressive reduction 


in consumption and still no “overinvestment,” provided the pro- 
ductive process as a whole is progressively transformed in the 
direction of the output of a larger and larger proportion of capital 
equipment. 

It may be asked, ‘“‘Is there no economic limit to the deferment 
of consumption?” The answer is that there is none save that 
which we have mentioned—the continuance of such consumption 


*I confess that I am not positive that I have correctly interpreted Taussig’s 
meaning. It depends upon the construction to be placed upon the terms “profit” 
and “‘loss.”” If he uses them in these paragraphs as he employs them elsewhere in his 
text to express the return to the entrepreneur for management and risk-taking his 
argument is fallacious. The deficit from operation will be fully made up by the nega- 
tive interest and there will still be a possibility of sale at a profit. It is upon the 
assumption that he has introduced no new meanings for his terms in this passage that 
I have proceeded. 

2 If this be not granted there is no argument, since obviously if the demand of the 
savers for consumption goods is restored to its former scale the increment of supply 
will be offset by the increment of demand. 

3See von Manteuffel’s text, pp. 70-76, cited by R. Liefmann in “Theorie des 
Sparens und der Kapitalbildung,” Schmoller’s Jahrbuch, XXXVI (1912), 1596. 
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as is essential to the proper sustenance’ of life. In economic theory 
the indefinite extension of the roundabout process is a logical aim. 
A society is conceivable in which men may for several generations 
(which means indefinitely) be content to get along with salt, bread, 
milk, and a loin cloth the while they are industriously and profitably 
engaged in the production of machines and equipment of every 
sort. Imagine how much capital could be devoted to paved high- 
ways, sewing-machine motors, the extension of the telephone 
service, mechanical conveyors in mines, factories and residences, 
etc.! Imagine a city fully equipped with district heating plants, 
a central vacuum cleaner station with tentacles reaching to every 
room of every household, a system of compressed air tubes for 
mail and package delivery! 

It is to be noted that the rate of interest would under the 
circumstances decline. Indeed this cumulative process of adding 
to the supply of capital might conceivably eventually force the 
rate of interest to zero or even to a negative quantity. It is at 
least thinkable that our present knowledge’ of the ways and means 
in which to secure economic results from time-consuming processes 
might not prove adequate to employ the constantly increasing 
funds in ways that would yield a surplus value. Production 
would then, it is true, be carried on nominally at a loss. But 
only nominally, since the negative rate of interest would express 
the will of the thrifty to make provision for the future even at a 
greater present cost. Such a condition was not uncommon in 
historical periods before the accumulation of knowledge of tech- 
nological methods and of the properties of natural materials which 
has been characteristic of the past three centuries. In any event 
it offers no bar to the continuation of production. Trade might still 
flourish even where negative interest obtained. ; 

If the foregoing analysis of the relation of consumption to 
production be accepted what are its implications relative to the 


* What this will amount to will vary, of course, in different epochs. In keeping 
with the humanitarian movement of our times a liberal margin should be left here 
for “human welfare.” 

2 It should not be overlooked, however, that in view of the abundance of capital it 
would be a reasonable expectation that inventions would be stimulated. 


3 The matter of security undoubtedly played a part in this phenomenon also. 
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operation and control of banking practice? Before this is taken up 
word may be in point upon the consequences of a failure to grasp 
this basic principle of economic theory. Confusion here leads to 
an impasse later on from which the only escape is by further con- 
founding the facts by specious reasoning. Mr. Moulton perceived 
and clearly expressed" this impasse: ‘“ ... . [elsewhere]... . 
we had appeared to argue that the way to insure rapid capital 
formation was to keep consumption large; we now find, however, 
that curtailment of consumption is, in fact, necessary in order to 
release the funds required to create capital. We are thus face to 
face with an extraordinary dilemma.” Truly! Instead of going 
back, however, to re-examine the false principle which brought 
him to this position, Mr. Moulton goes forward to find his way out 
by what appears to be a quite miraculous means, namely, the 
creation of capital without saving! 

Properly interpreted and construed there would seem little 
ground for exception to the description of “‘the outstanding 
feature’ or the analysis of the economic functions’ of commercial 
banking in the articles under review. Banks, it should be manifest, 
create capital only to the extent of the superiority of the banking 
method of settling exchanges and committing free funds to produc- 
tive employment over the personal credit system and private 
investment. The capacity of the banks both severally and as a 
system to augment the volume of present purchasing power by 
giving demand rights against themselves in excess of the liquid 
assets in their possession is the measure of their credit (i.e., their 
borrowing power). It will be at once recognized, however, that 
it is not the measure of their contribution to the community’s 
capital, since it is a fair assumption that the most of the personal 
credit which the banks guarantee and which is the principal basis 
of their own credit would circulate even in their absence. Un- 
doubtedly there would be heavier losses where “futurities’”’ were 
handled by non-specialized credit agencies. Whatever is saved by 
the banks in this way, is the amount, ceteris paribus, which is set 
free for increasing the capital equipment of the community. It 

1 Op. ctt., p. 866. 

2 Op. cit., pp. 497-507. 3 Ibid., Parts II and IIT. 
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follows that neither to the extent of the total lending of commercial 
banks, nor to the extent their loan fund is used for investment 
purposes is there creation of capital “without antecedent saving 
upon the part of consumers.”* The sole source of capital is saving.” 

We come thus to the consideration of the relation of commercial 
banking, conceived as an institution for the collection and utiliza- 
tion of pecuniary savings and personal credit, to the world of com- 
merce and industry. In the first place, if commercial banks are 
to function properly they must see that the funds of free purchasing 
power at their disposal are employed reproductively. The funds 
were not created by the banks. The banks are only the agents 
empowered to direct their utilization in the productive process. 
How shall they be used? Clearly this free purchasing power must 
not to any considerable extent be placed where it will be used 
directly for the consumption of the existing stock of goods. The 
banking system which permitted any appreciable part of this fund 
to be used in such a way would be violating the trust imposed upon 
it. It would not as an agent be following the wishes of its principal. 
In a short time it would inevitably sink into disuse if not insolvency. 


The supply of the fund would not long be maintained and the 
effective demand must sooner or later fall off under such circum- 


stances. 

It is commonly believed, however, that commercial banks 
should restrict their advances to commercial loans, properly 
so-called, in order that they may have self-liquidating assets to meet. 
their demand obligations. The error of this view attested alike 
by theoretical analysis and by actual practice has been so clearly 
demonstrated’ by Mr. Moulton that it would indeed be vain for 

Op. cit., p. 869. 

2In his article on “Theorie des Sparens und der Kapitalbildung” (op. cit., 
pp. 1578-80) R. Liefmann shows that the very definition of saving, “‘income allowed 
to become capital” implies its identity with capital. Capital is thus definable as 
saved income. According to Liefmann, however, not all savings will actually result 
in capital formation from the social-economic point of view, even under the assump- 
tion of ideal conditions in a competitive market. The exception is where savings are 
applied not to the extension of capital equipment but to the substitution of new capital 


equipment for old (pp. 1610-26). Since this is a phase of the question not treated 
by Mr. Moulton, the validity of the foregoing view need not here be considered. 


3 OP. cit., pp. 638-63, 705-31. 
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me to attempt to improve upon his presentation. All that I 
wish to point out is that the conclusions he has drawn from his 
analysis regarding the economic service of the banking system seem 
ill founded. He concludes that’ what is necessary to insure the 
maximum rate of production of capital equipment is some regulation 
of individual’expenditure to prevent alike overspending and over- 
saving. The whole purport of the analysis would seem to me, 
rather, to point toward the conclusion that what is necessary to 
the given end (assuming that all the encouragement possible in 
other ways has been given to individual thrift) is a regulation of 
banking policy which will insure the use of the bank loan fund 
in the production of consumable goods and capital goods in exactly 
the proportion among the different kinds of each class and between 
the two classes that the discounting disposition of consumers as 
evidenced in the effective demand. on the market requires. This 
proposition is far from conceding the point urged by Mr. Moulton 
that there may be oversaving. The fact that banks through the 
application of their loan fund may bring about a disproportionate 
production of capital equipment could be construed as proving 
the possibility of oversaving only upon one assumption, namely, 
that banks are the creators of these savings. As we have seen, 
however, this assumption is entirely unfounded. Banks are the 
agents who direct the productive employment of the sporadic 
savings of their depositors. If in the discharge of this function 
they miscalculate the trend of demand, and particularly the dis- 
counting tendencies, on the market there may develop an industrial 
situation that calls for drastic readjustment. But under no just 
perspective could this be viewed as the outcome of too much saving. 

The chief guide of the banks in discharging this heavy responsi- 
bility which goes with the management of the loan fund is the bid- 
ding of entrepreneurs. The latter are the primary interpreters 
of the manner in which the current social income stream is to be 
divided. But their estimates are subject in large measure to the 
review? of the managers of the banking system. The disposers 
of the fund of free purchasing power are finally responsible for its 
distribution in such a way as to meet the discounting (among other 

1 Op. cit., pp. 879-80. 2 See Mitchell, Business Cycles, p. 34. 
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dispositions) of the market,’ i.e., in such a way as to avoid wasteful 
production. The faults, such as they are, of the system of com- 
mercial banking in relation to this economic function do not arise, 
it seems to me, from any inherent tendency to provide funds for 
the creation of capital goods to the prejudice of the production of 
consumable commodities, or vice versa.?_ Rather, they arise from 
the weakness of the system in bringing to bear upon this problem 
of adjustment full information and clear-sighted comprehensive 
planning. ‘There is no machinery’ provided to this end. There is 
no centralization of this responsibility, nor of information which 
would aid in discharging it.‘ It is all left to the judgment of indi- 
vidual bankers. 

It occurs to the present writer that in so far as the management 
of the banks’ loan policy has been responsible for the break in the 
upward swing of the business cycle, it may be traceable to mistaken 
estimates of the sort above described. This is contrary to the 
general assumption of an absolute overextension of credit,’ which, 
however, it is not denied might take place. Even under such 
circumstances the capital equipment produced would, presumably 


in all cases, yield an interest return when employed in production. 
The difficulty comes in the sale for profit of capital equipment 
which people produce without any intention of using themselves. 


t The problem is not a static one. It is a question of what will be the changes, 
if any, in the rate during the time interval between any “application” or ‘‘com- 
mitment” of a portion of the fund of free purchasing power and its fruition in market- 
able products. Cf.H. Clay, Economics for the General Reader (American ed.), pp. 228- 
33; Ely, Outlines of Economics, pp. 513-23. 

2In certain seasons one tendency may develop, in other seasons the other, and 
there is no inevitable, logical sequence in the course of events, before which the directors 
of the competitive system of production are powerless such as is contended by Carver, 
Principles of Political Economy, pp. 35-37; Spiethoff, “‘Vorbemerkungen zu einer 
Theorie der Uberproduktion,” Schmoller’s Jahrbuch, XXVI (1902), 721-59. 

3 While the Federal Reserve System might be adapted, at present it operates 
in this direction only secondarily, through the provisions regarding rediscounting. 

4 See in the February, 19109, issue of this Journal the highly illuminating suggestion 
on this point of Mr. David Friday, who approaches the same problem from the opposite 
side. 

5s “The real cause of trade depression is generally admitted to be over-speculation 
and the over-extension of the credit system’? (Conway and Atwood, Investment and 
Speculation, p. 420). 
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The condition would simply be this: the value of the anticipated 
yield of such capital equipment capitalized at the market rate of 
interest might amount to less than its cost of production. 

In any event it certainly is true, as Mr. Moulton insists,’ that the 
formation of capital goods is retarded during the period of depres- 
sion which follows the crisis. Moreover, it cannot be denied that 
a decline in consumptive demand contributes to this result. But 
anyone who is willing to “follow through”’ on this line of thought 
must recognize that the underlying cause, of which the decline in 
consumptive demand is only an incident, is the general cessation 
of production which provides the sinews of any demand.2~ When 
from the exuberance of some entrepreneurs there comes about 
a relative overproduction of one or more lines of goods or even 
a general overproduction of capital equipment relative to con- 
sumption goods’ there must be retrenchment and loss in these 
directions. There is set in motion a series of market repercussions 
which eventually demoralize production in all lines. This stag- 
nation is ultimately traceable, it should be evident, to a failure 
correctly to anticipate and adjust the productive process to the 
“spending” and “saving”’ disposition of the recipients of income. 
The difficulty is not in relating individual demand schedules to the 
exigencies of an inflexible productive program. The difficulty is 
in adjusting the productive program (which is largely controlled 
by the disposition of the banks’ loan fund) to the private plans for 


the utilization of income. 
Myron W. WATKINS 


UNIVERSITY OF MISSOURI 


A REJOINDER 


Mr. Watkins’ criticism of my recent analysis of certain phases 
of the problem of capital formation is very welcome, for it gives me 
the opportunity to clarify certain points about which there seems 

*Op. cit., pp. 875-78. 

2 The same reasoning applies, mutatis mutandis, to the course of events during 
the expansion period. 

3 Perhaps it should be emphasized, though it ought to be perfectly evident, that 
this is only a species of the genera ‘‘maladjustment.”” These views are believed to 
be in substantial accord with those presented by Mrs. M. T. England in her article, 
“Promotion as the Cause of Crises,” Quarterly Journal of Economics, XX, 752-61, 
766-67. 
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to be some general misunderstanding and to emphasize what I do 
and what I do not stand for. It was, I suppose, to be expected that 
there should be no little misinterpretation of the drift of the argu- 
ment and the nature of the conclusions. The analysis was not 
only unusually complex and published at intervals extending over 
several months; but it ran counter as well to some of the most 
cherished traditions of political economy and therefore was inevi- 
tably provocative on the part of some of a hostile and superficial 
reading rather than a sympathetic and careful study. It is frankly 
admitted, however, that the exposition was in many respects faulty. 
But in the numerous instances where I have had an opportunity 
to thresh the problem through with economists in informal discus- 
sion there has been revealed, thus far, no fundamental unsoundness 
of position. A restatement of certain points which numerous 
readers appear to have misinterpreted may therefore serve as a 
useful preliminary to a consideration of the validity of Mr. Watkins’ 
criticisms. 

1. Do I contend that the “‘relentless’’ pursuit of thrift on the 
part of everybody will not promote rapid capital formation? I 
do. The rapid creation of new capital (speaking generally) is 
dependent upon a rapid expansion of consumption. 

2. Do I contend that it is impossible to spend too much, to 
have too rapid an expansion of consumption? On the contrary, 
I strongly insist that (except when, during transitions, an expansion 
of commercial banking funds provides the means) funds must be 
diverted from consumption channels to investment institutions if 
the entrepreneur is to have the means of financing new capital 
construction. There must therefore be a happy medium in the 
matter of consumptive spending. 

3. As a practical matter do I advocate an increase of spending 
or an increase of saving? What do I think ought to be done? I 
was not, in these articles, an advocate at all; I was merely an 
expositor of certain phases of the organization of society. I 
suspect, however, that the answer to the foregoing query would be 
that sometimes it would be socially advisable to, increase aggregate 
consumption, and sometimes it would not. Iam inclined to think, 
also, that there is quite as much danger of oversaving (in the aggre- 
gate) as of overspending. 
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4. Do I contend that it is possible to increase capital goods by 
diverting income from saving to consumptive spending and thus 
diverting energy from the creation of capital goods to the creation 
of consumption goods? No; it is not through diversion that the 
increased capital formation is effected; it is by the utilization of 
energy that would otherwise be unutilized. The assumption that 
100 per cent of our energy is always utilized and that hence an 
increased production of consumption goods necessitates a decreased 
production of capital is an unwarranted assumption. What occurs 
in the upward swing of the business cycle, for instance, is an 
increased production of both consumption goods and capital goods. 

5. If society could once strike the “happy medium” between 
spending and saving (but this would be a mere chance strike) would 
everybody, allowing for maladjustments, find employment in pro- 
ducing either capital or consumption goods? I do not believe so. 
The fact that restrained consumption is necessary (except when, 
during transitions, and expansion of commercial banking funds 
provides the means) in order to release funds for capital formation 
(and to make provision for old age) tends to check the profitable 
creation of new capital. This results in a slack demand for labor 
and much unemployment. A portion of our social energy, both 
labor and capital is unutilized. In the world as it is capital forma- 
tion is of course intermittent, increasing and decreasing with 
the rhythm of business activity. Hence at times labor is fully 
employed; at other times it is not. The business cycle aside, 
there would be a permanent residuum not able to find employment 
owing to the process by which capital is formed in a pecuniary 
society. At a subsequent reorganization of the articles and an 
elaboration of their implications I hope to make this conclusion 
entirely clear. 

6. Do I contend, finally, as Mr. Watkins appears to believe, 
that we can have through the creation of bank currency the 
“miracle” of the creation of capital goods without saving? ‘The 
truth is that capital is not strictly speaking formed by saving; it 
is the result of the application of energy to the creation of capital 
goods. A reduction of consumption is not always a necessary 
antecedent. For if otherwise unused resources of energy are 
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employed in the creation of capital goods we can have capital 
formation, not without work, it is true, but without a diversion | 
of energy from the production of consumption goods. This is 
where the commercial banking mechanism touches the problem. 
The expansion of bank currency resulting from the improvement 
of the banking mechanism has, I believe, during a period of transi- 
tion, been responsible for tapping energy that would otherwise 
have remained unused and putting it to work in the creation of 
capital goods. The fact that these funds were made available 
without a reduction of consumptive demand has made possible a 
more rapid rate of capital formation than would otherwise have 
occurred. 


As to the pertinency of Mr. Watkins’ criticisms. We part 
company in the illustration of Jones and Smith, two isolated indi- 
viduals producing solely for each others’ consumption. All my 
subsequent ‘fallacies’? appear to be due to a failure to reason 
correctly in this hypothetical case. The explanations of Mr. Wat- 
kins’ dissent is, I believe, to be found in part in his failure to under- 
stand correctly the hypothesis. In the illustration in question I 
had assumed that Jones and Smith were the only individuals extant. 
Mr. Watkins admits that a reduction in consumption by Jones, 
for example, would reduce the direct demand for Smith’s goods; 
but he adds that Jones will “‘place upon the market a fund of value 
which may be used, either by entrepreneurs who get possession of 
it or by Jones himself, in a reproductive process where it constitutes 
a demand for Smith’s product” (p. 582). It is to be noted that 
Mr. Watkins arrives at his conclusion by un-isolating Jones and 
Smith and introducing third parties, who, by hypothesis, do not 
exist. 

But is not an illustration of the sort used unreal and therefore 
worthless? The purpose of the illustration was merely to simplify 
a complex situation and get beneath the monetary camouflage 
which so often obscures underlying economic processes. The 
validity of such an illustration must of course be tested by its 
applicability to the world of actuality. I had thought that if we 
multiply Jones and Smith by 50,000,000 each we would have a 
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rough view of society as it is: 50,000,000 Jones’s producing goods 
for 50,000,000 Smiths, and vice versa. It had seemed to me that 
the volume of goods that would be produced by the Jones’s would 
very directly depend upon the volume of consumption demanded 
by the Smiths; that if the consumption of the Smiths should 
decline so that the Jones’s would not find a demand for the full 
output of their existing productive equipment they would be 
disinclined to devote their spare time to creating additional capital 
goods. It does not seem to me that one can fairly shift the neces- 
sity of expanding consumption to somebody else, when everybody 
is already included in the reckoning. 

Mr. Watkins argues that “Jones himself’’ might still exercise 
the necessary demand for Smith’s goods, even though he reduced 
his consumption; Jones would demand capital goods and Smith 
would thus devote a part of his time to creating capital. This 
brings us to the real heart of the problem. Mr. Watkins’ major 
point is that consumption need not increase in order to insure a 
demand for the product of additional capital goods. One form of 
capital goods creates a demand for another form of capital goods, 
and hence increased consumption is not a necessity. Overthrift 
is impossible, in Mr. Watkins’ view; any reduction in consumption 
demand merely “automatically” results in diverting the energy 
released from the production of consumption goods to the produc- 
tion of capital goods (p. 582). There is therefore no economic 
limit to the deferment of consumption, except what is imposed 
by fundamental physiological requirement (p. 584). He insists, 
in opposition to Taussig, that “‘relentless’’ saving could continue 
indefinitely, that, indeed, “‘in economic theory the indefinite exten- 
sion of the roundabout process is a logical aim”’ (p. 585). 

This is a good example of what some of us are pleased to 
call irrelevant theory. For whatever may be the logical aim of 
Mr. Watkins’ type of theory the aim of the business manager who 
controls the extension of the roundabout process is to avoid losses 
and make profits. Unless Mr. Watkins can show that in practice 
new capital can profitably be created in the absence of expanding 
consumption his theoretical statement is worthless. 

His attempt to show that capital can be extended indefinitely 
without an increase in consumption is very interesting. He 
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attempts to show this by further irrelevant theory. If the rate 
of discount of the future decreases, that is, if people reduce present 
consumption, “labor is automatically .... drawn into the 
production of capital equipment in response to the superior demand 
for the latter” (p. 582). This may again be good logic, but since 
the people who control the creation of new capital in industrial 
society are governed not by the social rate of time-preference but 
by short-time profit considerations, it has little bearing on the 
problem in hand. 

What. Mr. Watkins fails to perceive here is that when present 
consumption is reduced it is not because those who reduce con- » 
sumption have a “superior demand for capital goods.”’ They are 
merely postponing their demand for the products of capital goods. 
But the entrepreneur who constructs the new capital is dependent 
upon immediate sales for his profits. He cannot wait for the 
roundabout process to be extended indefinitely. If one assumes, 
as Mr. Watkins does, that the produce of the new capital equip- 
ment is not consumptive goods but other capital goods, it remains 
to prove that there will be in fact an active demand for such 
capital goods. 

Let us see what is involved in the notion that the increased 
demand required may be for capital goods. It has been estimated" 
that about 95 per cent of our social energy that is expended each 
year is devoted to the creation of consumption goods and 5 per cent 
to maintenance and the creation of new capital. Let us assume 
that as a result of great thrift the demand for consumers’ goods is 
steadily reduced so that the energy devoted to their production 
is gradually reduced over a period of years to the following per- 
centages: go, 85, 80, 75, 70, 65, 60, 55, and 50, etc., to the minimum 
required for subsistence. Would the energy thus released be 
devoted to creating new capital so that the per cent going to capital 
formation would increase as follows: 10, 15, 20, 25, 30, 35, 40, 45, 
50, etc.? Mr. Watkins thinks that it would.? 

New funds are undoubtedly thus made available for the creation 
of capital. But will the capital eventuate in the face of a steadily 


See H. Gordon Hayes, Jour. Pol. Econ., December, 1918, pp. 941-51. 


?Carver also takes this stand very emphatically in a recent philippic. See 
Quar. Jour. Econ., February, 1919. 
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decreasing volume of consumptive demand? Mr. Watkins is 
an entrepreneur and now has his opportunity to increase the produc- 
tive equipment of society. Existing factories are operating at 
about normal, that is, at perhaps 75 or 80 per cent capacity. If 
Mr. Watkins, and all other entrepreneurs, knew that there was to 
be no increase in consumption of any known kind, but rather a 
decrease, and no increase in any new kind of consumption, would 
he or any other entrepreneur dare incur the tremendous fixed 
charges involved in building a new factory? On Mr. Watkins’ 
hypothesis this new factory will have to manufacture capital goods 
for the use of other producers of capital goods. Is he sure that 
other producers of capital goods requiring his product in sufficient 
volume to warrant the assumption of the heavy fixed obligations 
involved will eventuate? Bear in mind that all of these other 
producers of capital goods are in turn dependent upon an unknown 
demand for capital goods; and each of them must figure his chances 
of being able to meet his fixed obligations and secure profits upon 
the development of unknown types of demand. Under such con- 
ditions in the world of hard reality the process of expanding capital 
could hardly be expected to start. 

If Mr. Watkins and the other entrepreneurs did not know that 
there was to be no increase in consumption anywhere, would they 
not start building new capital goods, induced by false hopes, some 
of it of existing kinds and much of it of new forms, and then could 
not the process, once under way, continue indefinitely ? 

It requires only the slightest acquaintance with the practices 
of modern business to know that the risks of plunging ahead in 
this fashion in face of a present decline in consumption (and this 
is sure to be a known fact) are almost always an effective estoppel 
to capital formation. The business manager is responsible to 
those who place him in his official position. He is held accountable 
for his failure to show returns. Moreover, the corporation is 
dependent upon borrowed money and those who hold the purse 
strings are not in the habit of making loans for uncertain ventures.’ 


* Note that the building of the plant must usually have the approval of investment 
bankers; and that the commercial banker holds the veto power through control of 
the sources of working capital. 
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There is usually a small amount of capital created in an experi- 
mental way, that is, new types of equipment for producing known 
types of goods; and new types of equipment for creating new 
types of goods for which it is hoped a demand may be found. 
But such experimentation in capital formation is very small 
quantitatively, at best, and is in fact always smallest when consump- 
tive demand is lowest. That is to say, when there is an active 
demand for additional consumption goods, the chances that the 
entrepreneur can make profits upon such experimental capital are 
substantially increased. 

This argument that the reciprocal demands of different forms 
of capital goods can cause an accumulation of capital for long periods 
of time unattended by an expansion of consumption has often 
been advanced. But one always runs into difficulties when he 
tries to become specific. Mr. Watkins is no exception to the rule. 
On page 585 he says: ‘‘ Imagine how much capital could be devoted 
to paved highways, sewing-machine motors, etc.!’’ Most of the 
cases cited, however, would seem to involve an increase of consump- 
tion. One wonders if Mr. Watkins, for instance, would borrow 
funds at 6 per cent and build residences which “for several genera- 
tions (which means indefinitely)” no one would use. 

There is no evidence in modern industrial history that new 
capital is ever formed rapidly when consumption is not increasing. 
It is almost always a large consumptive demand, due to some for- 
tuitous event, that inaugurates an era of rapid capital formation.’ 
Eight pages of my article were devoted to showing the close rela- 
tionship that always exists in practice between expanding consump- 
tion and capital formation. This Mr. Watkins ignores with a 
single exception, in connection with the business cycle. 

The underlying cause of expansion and contraction in business 
activity is not due to changes in consumption, says Mr. Watkins, 
but to changes in production (p. 590). This confusion of the rela- 
tionship of consumption and production Mr. Watkins regards as 
the basis of my entire false analysis. The true theory, he holds, 
is that production creates demand, and consumption is a result, 


* Once started in this wise the demand for intermediate products of course plays 
no mean réle, as I clearly indicated in Part IV. ; 
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not a cause of production. This is an old argument, and it was 
recently stated by Professor Friday in connection with a discussion 
of the present industrial depression." Start production and con- 
sumption will take care of itself. Of course it is true that we must 
have production if we are to have consumption; but it is just as 
true that without consumption no one will go to the trouble of 
producing. ‘The true theory is that production and consumption 
are interdependent. But, as society is now organized it is mainly 
present consumption that induces future production. Let us be 
specific. At the present time this country has an abundance of 
producing power. The orders on the books (and production is 
largely to order, actual or assured) are, however, insufficient to 
warrant running the plants at say more than 60 per cent capacity. 
The business man will produce more if assured that the goods 
could be sold. But he dare not go ahead and produce at full 
capacity on the hypothesis that everybody else will do the same 
and that in consequence the wages paid will be used in buying the 
goods produced. If the demand for iron and steel should increase, 
however, as a result of European reconstruction orders, the iron 
and steel plants would hire more laborers. When these laborers 
begin to spend their wages for victrolas (as happened during the 
war) then the production of additional victrolas will begin; and 
so on around the circuit with other commodities. 

Whatever may be the initial cause of the beginning of depression 
in the economic cycle—grant that it is a curtailment of production, 
somewhere—the cause of the rapid lessening of production in 
general is the fall in demand for consumptive products. Mr. A’s 
wage-earners being thrown out of work cease to buy the goods of 
B, C, and D, and hence B, C, and D must restrict production, with 
ensuing decreases in consumptive demand for the products of 
industry generally. 

Even if we were to accept the doctrine that production always 
precedes and gives rise to an increase in consumption, it would 
still not follow that capital formation increases as consumption 
decreases. In discussing the business cycle, Mr. Watkins gives 
away his entire case. He admits that consumption is steadily 

* See Jour. Pol. Econ., February, 1919. 
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increasing—whether cause or result is now immaterial—during the 
upward swing of the business cycle when capital formation is 
rapid.‘ To be consistent he would have to argue rather that con- 
sumption was actually on the decline at such a period, for his 
whole thesis is that we can get an increase of capital creation only 
through a decrease in the production of consumptive goods. To 
show that an increase of consumption has nothing to do with an 
increase of capital formation he would have to show that business 
men would continue to increase the supply of capital during such 
a period if consumption were decredsing rather than increasing. 
In fact, the assumption usually lies in the back of his mind that con- 
sumptive demand is increasing when capital formation is increas- 
ing.2 He openly admits that when consumption declines after a 
crisis this has something to do with halting production, and the 
creation of additional capital. According to his theory this reduc- 
tion in consumption should automatically result in an increase of 
capital goods (cf. quotation, p. 595). 

In conclusion, it occurs to me that what misleads Mr. Watkins 
and many others in connection with this problem is an original 
assumption with reference to saving. Mr. Watkins says that “‘we 
shall proceed always upon the assumption that whatever part of 
income is not ‘spent’ is ‘invested,’ i.e., placed at work somewhere 
to increase current income” (p. 581). It would seem offhand that 
the fact that money that is saved is not hoarded in these days but 
invested is proof that whenever consumption is reduced the produc- 
tion of capital goods must automatically be increased. Why 
otherwise should one be able to make an investment? Would 


* This of course could not happen if a reduction in consumption were always a 
necessary antecedent to capital formation. The “miracle” of a simultaneous increase 
in consumption and capital formation is obviously explained by the fact that an increas- 
ing percentage of our social energy is being utilized. 

2 It is only when he becomes metaphysical that he forgets this, as on p. 584, when 
he says: ‘It ought to be evident that there may be a progressive reduction in consump- 
tion and still be no ‘overinvestment,’ provided [italics mine] the productive process as 
a whole is progressively transformed in the direction of the output of a larger and 
larger proportion of capital investment.” It all hinges on the proviso. Good logic 
again but poor economic theory because it ignores the motivating forces of industry. 
Mr. Watkins even gets around this difficulty, however, by another assumption, that of 
the will to produce. 
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business men pay interest on our investments if they were not 
finding it profitable to create capital through the use of those 
funds? Superficially it looks axiomatic that money that is invested 
is automatically “spent”’ for capital goods. 

But the truth is that by no means all the funds that are saved 
are employed in creating capital. Corporate savings are not 
under all circumstances automatically put to work in producing 
additional capital. A large balance often accumulates in the bank, 
its productive use being delayed until the market conditions look 
more favorable. 

The savings of individuals are not always automatically put 
to work in creating capital goods. If placed on deposit there is 
no assurance that the banks will not have difficulty in placing these 
funds if business is dull and the demand for new capital therefore 
inactive. The ratio of cash reserves to loans and investments in 
the banking system may be increased rather than capital goods. 
This is precisely what happens in a period of depression. 

Particular attention should be directed here to an ‘“‘unseen”’ 
factor of very great importance. Since, in fact, any individual 
who saves can always invest his funds at interest somewhere it 
would seem to follow that all the funds not used in the creation of 
consumptive goods are usually being spent for capital. But in a 
period of declining consumption followed by lessened production, 
as is the case during a period of depression, the volume of savings 
funds seeking investment is greatly reduced. Granted that all 
that is saved finds investment, it by no means follows that all the 
energy released from the creation of consumptive goods is now 
devoted to the creation of capital goods. The “unseen”’ thing is 
the reduced volume of funds that may be saved; both business 
profits and wages are decreased during a period of declining con- 
sumption. But if these funds are spent neither for consumptive 
or capital goods, if both spending and saving are less, where are 
the funds? The answer is that they are lying idle in the reserves 
of banks, largely of the commercial banks, which are the final 
reservoir of our financial system. Idle with these funds are capital 
equipment and labor power. 

H. G. MouLton 
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AN ANSWER 


Are the scientists, as it is said the artists of our day are doing, 
seeking the new rather than the true? I must confess that it was 
with consternation and chagrin that I read Professor Moulton’s 
rejoinder to my criticism. Let me briefly take up a few of his more 
important points. 

He complains that I have failed to comprehend the limits of his 
premises in the Jones-Smith illustration. On the contrary I 
explicitly recognized the assumptions to which he refers, and 
attempted to prove that not all of these assumptions could be 
accepted as part of a hypothesis which would have any conceivable 
significance as a simplification of the actual situation. He 
endeavors now to justify all of these same assumptions, however. 
He says:* “TI had thought that if we multiply Jones and Smith by 
50,000,000 each we would have a rough view of society as it is; 
50,000,000 Jones’s producing [as a body] goods for 50,000,000 
Smiths [as a body] and vice versa.”” A rough view indeed! But 
even if for the sake of the argument the hypothesis be accepted, 
far as it is from the actual situation in which single individuals 
or groups produce for a market, i.e., a great many other individuals 
or groups acting independently one of another, the fallacy in 
Mr. Moulton’s reasoning only becomes more manifest. Clearly 
the Smith group will be compelled to produce what the Jones 
group demands since they cannot hope to dispose of their products 
elsewhere. If the Jones group cease to offer their products in 
exchange for ostrich plumes, rouge, and silk stockings, and instead 
demand farm tractors, incubators, and cream separators, it would 
seem to be the part of common sense and good business for the 
Smiths to discontinue their former production and take up the 
new line. Why they should be ‘“‘disinclined to devote their spare 
time to creating additional capital goods”’ is beyond my compre- 
hension, unless their own attitude toward the products being offered 
them by the Jones’s has undergone some unexplained change. 
At this point (p. 594), however, Mr. Moulton executes a clever 
coup de grace. Without any warning he nimbly shifts his ground 


* The phrases in brackets are inserted by me. 
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from the rarefied atmosphere of his exaggerated hypothesis to 
the world of actuality, with business managers, competition, etc. 
This was forced upon him as the only alternative to an unpleasant 
admission. My original criticism of this illustration, therefore, 
still stands and I leave its validity to the unbiased judgment of 
fellow-craftsmen. 

I should like, also, to ask Mr. Moulton just what he means by 
the passage: “The aim of the business manager who controls the 
extension of the roundabout process is to avoid Josses and make 
profits.‘ And unless Mr. Watkins can show that in practice new 
capital can profitably be created in the absence of expanding con- 
sumption his theoretical statement in worthless.” Surely he can- 
not carefully have read pages 585 to 590 of my criticism, or he would 
not have fallen again into this very error. I tried very clearly 
to distinguish there between the falling rate of interest which would 
almost inevitably attend any general increase of saving and the 
maintenance of the rate of profit upon which the continuance of 
competitive industry depends. Since I am sure that Mr. Moulton 
cannot be deliberately clouding the issue here,? I must conclude, 
if I may be permitted to paraphrase the author, that he “offers a 
good example of what some of us are pleased to call unsound 
theory.” Does he think that “new capital” is “created” by the 
business managers? Can it be that he wants me to prove that 
new capital can be created indefinitely by savers without having 
any effect upon the rate of interest? Does he doubt that the 
emergence of those profits of the business manager to which he 
points as the goal by reference to which our industrial system. is 
manipulated is contingent upon the placing in the market of the 
goods for which the greatest demand develops? If there were a 
sudden cessation in the demand for tobacco, some of these business 
managers governed by short-time profit considerations would be 
displeased and inconvenienced, but would not some others be 
greatly stimulated? Bankers, safemakers and breakers, steel 
producers, real estate dealers, engineers, et al., presumably would 
not regard this “absence of an expanding consumption”’ as pre- 
judicial to “prosperity”’ and “progress.” 


‘ 


™P. 594. 2 See also pp. 599-600. 
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Regarding the proposition that the sole source of capital is 
saving, Mr. Moulton appears to believe’ that this implies a neces- 
sary reduction of consumption. He says my “whole thesis is 
that we can get an increase of capital creation only through a 
decrease in the production of consumption goods.” This is a com- 
plete misconstruction of my position, and seems to flow from the 
false notion of saving which Mr. Moulton entertains. I am quite 
sure that most economists have never taken his view of the nature 
of saving, and I am positive that I intended no such meaning in 
making the statement. The saving that gives rise to capital need 
not bring a restriction of the scale of consumption of the immediate 
past. But saving always and everywhere does imply the use of 
energy that might have been applied to present consumption to the 
production of future goods, capital. Thus the discovery of new 
sources of economic energy or the application of improved methods 
may permit the increase of the production of capital goods.? And 
if we assume the old level of consumption to remain the same while 
this is occurring there has been a “saving’”’ here just as truly as 
though the new capital had come from a retrenchment in the cur- 
rent standard of living. But in no way can capital be produced 
without saving, i.e., using economic energy for capital formation 
that might otherwise be devoted to the enlargement of current 
consumption. 

However, the real reason, I believe, that Mr. Moulton refuses 
to admit the validity of my criticism is not because he can find 
faulty reasoning therein but because he does not accept certain 
of my premises. His answer may be summed up substantially as 
follows: Saving is not always socially desirable, because what is 
saved will not under all circumstances eventuate in an increased 
supply of capital equipment. He accuses me (p. 594) of thinking 
that it will. I think nothing of the kind and have never so stated. 
Rather I assumed it. I am quite willing to grant that there may 


t See p. 590. 

2 The quickened capital formation during the period of rising prosperity in the 
business cycle is due to such factors as these, I believe, coupled with a fuller utiliza- 
tion of existing productive agencies, and I do not see how I am logically bound to 
argue that consumption must be declining during such a period. 
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be a certain amount of hoarding, not only individual but institu- 
tional, and there is always a certain friction in the process of con- 
verting saved funds into capital equipment. Banks act sometimes 
like mighty misers. Even entrepreneurs are subject betimes to 
peculiar psychological states of which doubtless much could be 
learned by a careful, concrete, and comprehensive study. But for 
the purpose of an abstract inquiry is it necessary to be continually 
qualifying one’s statements throughout the course of an argument 
by making explicit allowances for these modifying conditions ? 
Of course, we have imperfect economic machinery. Of course, we 
have illogical actions among the economic prime movers. No one 
denies it. But does that prevent us from making any logical 
assumptions? To take such a stand is equivalent to asserting that 
the whole business world is a hodgepodge, that there is no reason 
in it, and consequently one can get no rational explanation of it. 
But that is not all. Let us see what is the result when undue 
emphasis is placed upon these modifying conditions and tenable 
generalizations are neglected. Saving is not at times socially 
desirable, it is said, because savings will not at times result in an 
increase of capital goods. Savings will not at times result in an 
increase of capital goods, because business men will not undertake 
investments for the production of capital goods at those times when 
the demand for capital goods is low. The demand for capital 
goods is low, inhibiting the activities of entrepreneurs, at those 
times when savings are not socially desirable, because there is a 
reduced volume of funds saved at such times. There is a reduced 
volume of funds saved at such times, because, etc. Of course, it 
may be that there is an invisible factor in this reasoning which 


makes it perfectly sound for some minds. 
Myron W. WATKINS 


A COMMENT 


Mr. Watkins’ answer requires only a brief comment. I confess 
I am a bit surprised that he should scout the idea that our industrial 
society is one of specialized production and exchange, that we do 
produce for each other’s consumption. With reference to Jones 
and Smith it is quite true, as Watkins says, that if the Jones group 
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demand capital goods instead of consumer’s goods, the Smiths 
would do well to produce such goods. But the issue rests with this 
if. Mr. Watkins’ logic is correct, but he assumes (in the f-clause) 
the very point to be proved. 

Mr. Watkins has made the belated discovery that my objection 
is not to his reasoning but to his premises. I say belated because 
the entire purpose of my original article was to subject certain 
prevalent assumptions to the test of economic actuality. I had 
thought that Mr. Watkins was endeavoring to show that my 
analysis of the actual process of capital formation was faulty. But 
it now appears that he was merely reiterating the assumptions 
which I attacked and then endeavored to show that, granting those 
assumptions, my conclusions do not follow. His analysis of 
paragraph 3 of the answer involves similar assumptions which I 
believe to be unwarranted. Mr. Watkins, being a pure theorist, 
is not concerned as to whether they are warranted or not. His 
major premise has been that a curtailment of consumption auto- 
matically shifts energy from producing consumption goods to the 
creation of capital goods (p. 582; assumed again in paragraph 2 
of his Answer). But in paragraph 5 of the Answer he emphatically 
denies that he believes the assumption to be entirely warranted: 
“T think nothing of the kind. Rather I assume it.” Mr. Watkins 
stands for truth; one wonders how he is certain that truth is to be 
distilled from admittedly faulty premises. 

There is doubtless some value to be derived from exercises in 
logic which proceed from assumptions, the truth of which are 
unproved and even doubted, and I have no objection to meta- 
physical disquisitions of this kind, provided one does not finally 
presume to explain thereby the actual economic organization of 
society. 

H. G. Mouton 





NOTES 


WASHINGTON NOTES 
REMOVAL OF GOLD EMBARGO 


The Federal Reserve Board on June 9 announced the removal of 
the gold embargo and the rescinding of all restrictions upon dealings 
in foreign exchange. This terminates an experiment unique in Ameri- 
can financial history which has now lasted about twenty-one months. 
During that time there has been absolute prohibition of any exportation 
of gold or silver without special permission of the Federal Reserve 
Board, while during the last eighteen months of the period there has 
been a very close control of dealings in foreign exchange, practically 
nothing being done without definite permission from the Board or the 
Treasury Department or both. This system was installed in rather 
close imitation of that established by Great Britain, its purpose being 
that of “‘conserving”’ the metallic supply and hence of keeping it avail- 
able for use in bank reserves. Coupled with this effort was the attempt 
to induce the public to cease using gold or gold certificates in ordinary 
circulation and to turn them into the banks in order that they might 
be employed in building up the reserves of those institutions. The 
latter effort has been largely successful but the control of gold and 
exchange has been, according to the best opinion, of more than doubtful 
value. It is a well-known fact that the installation of the system was 
opposed by some of the government’s financial advisers, it being their 
view that the United States was strong enough to hold its own and 
retain its gold, a position which has been repeatedly demonstrated 
during the war. On the other hand, the experience in exchange rela- 
tions with foreign countries has been most disappointing and regret- 
table, almost warranting without reference to any other consideration 
the idea of retaining an open gold market. It is admitted on all sides 
that could such a market have been maintained in the United States, 
the gain in prestige and advantage to the country would have been so 
great as practically to have warranted slight losses of gold, had such 
occurred, even from the standpoint of the gold conservationists. The 
theory of the whole proceeding, however, has been fundamentally 
wrong and this is now generally admitted throughout the world. Bank 
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inflation is only masked but not prevented or checked by the mainte- 
nance of a quantity of gold in the reserves, and the evil of the inflation 
is equally as serious when a considerable amount of gold (not paid out 
in redemption of notes or certificates) is kept on deposit. Only a psy- 
chological effect is exerted by the presence of the gold and, as experi- 
ence has abundantly shown, many substitutes for this kind of influence 
may readily be developed, as they have been in other directions, during 
the war. The gold embargo and the control of foreign exchange must 
be essentially regarded as having been little more than an imitation of 
British policy, not called for in the United States; and, even if defen- 
sible there, not so defensible here. The removal of the embargo leaves 
the United States in a position of advantage as the one really free gold 
market in the world today. The action of the United States has been 
taken with the close knowledge and assent of the other Allied coun- 
tries, and it is to be expected that they may before long follow our 
example if they do not do so almost immediately. So soon as the 
restrictions are eliminated, a redistribution of gold is to be looked for, 
and with regret be it admitted, a-‘movement of the metal toward the 
United States may very probably be expected. This, if it shall occur, 
will still further add to the inflationary dangers now recognized. 


THE UPWARD MOVEMENT IN STOCKS 


One of the notable events of the months of May and June has been 
the strong upward movement in stocks. This movement has carried 
both the volume of transactions and level of values to the highest point 
in three years. On some days transactions have exceeded 2,000,000 
shares, while on others they have averaged from 1,500,L,00 to 1,800,000 
for days at a time. With the exception of the railroad stocks, which 
are regarded as having been stabilized owing to government control, 
the general movement of all stocks has been strongly upward, while 
in the oil, motor, and metals groups there has been excited speculation 
of the most violent order. This speculation resulted early in June in a 
call money rate of 11 per cent. While an active speculative movement 
in the past has usually followed the conclusion of war, there are several 
features of the present situation that are of more than ordinary interest. 
One of these is the fact that, owing to an unwillingness to pay the 
excessively high rates of federal taxation, men who bought stocks 
some time ago at low figures now hesitate to sell them because they 
know that the bulk of their profits will pass into the hands of the 
federal government. The effect of this feeling has been to keep the 
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supply of stocks low, so that many short lines were established before 
it was realized how the new conditions of taxation and other features 
would affect the conduct of operators. It is generally agreed that the 
level of prices established during May and June is not warranted by 
anything either in the earnings and dividend situation, or (despite the 
prosperous outlook for the future) in the business prospect of the 
country. The advance is partly psychological and partly the conse- 
quence of peculiar conditions just described with relation to taxation. 
It would naturally be expected under these conditions that the Federal 
Reserve Board would take steps to correct the evils complained of, 
but the present problems of government financing practically preclude 
such action, inasmuch as an advance in rates of discount designed to 
shorten the supply of money so as to advance call rates and keep them 
high (thereby cutting off speculative dealings in consequence of the 
heightened cost and lessened margin of profit), could not be undertaken 
because of its reflex effect upon public credit. This indeed has been 
admitted by the Federal Reserve Board in the Federal Reserve Bul- 
letin for June and constitutes a situation which practically prevents 
the exerting of real control of stock operations. Probably nothing of 
an important nature can be done through the ordinary banking chan- 
nels until such time as further government financing is out of the way, 
or at least until the dependence upon a low rate of interest is lessened 
or abandoned. Meantime the effect of the excited speculation is bad 
in many ways. It tends to render New York an undesirable place for 
the financing of foreign trade—a field in which it has been hoped that 
we might become eminent, while on the other hand it opens the possi- 
bility of a banking disturbance even more serious than that which exists 
today. Altogether the recurrence of this speculation is regarded by 
some as almost warranting an attempt to put once more into effect the 
restrictions imposed by the Money Pool Committee. As yet nothing 
definite has been done looking in this direction, although the idea has 
evidently been contemplated with favor by not a few persons. 


THE EXCHANGE SITUATION 


Out of the very heavy balance of trade in merchandise between 
the United States and other countries, there has grown a peculiar 
situation which now represents perhaps the foremost financial problem 
connected with the future of American industry and business. This is 
the method of keeping up and paying for our export operations. The 
international balance of trade has been running in favor of the United 
States for the past three years at the rate of about $3,000,000,000 per 
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annum and now amounts ‘to between $400,000,000 and $500,000,000 
per month, or at a moderate estimate, perhaps $5,000,000,000 per 
annum, should the existing level of exports be maintained. As a matter 
of fact, careful bankers and financiers estimate that credits of approxi- 
mately $4,000,000,000 will be required if the present volume of business 
is to be financed and continued up to December 31. Meantime the 
government which has been standing behind our trade with foreign 
countries to the extent of between $9,000,000,000 and $10,000,000,000 
since the United States became a belligerent is practically on the point 
of withdrawing from this kind of support for the future although there 
still remain some small allowances included in the congressional appro- 
priations which may be applied to the purpose if desired. This 
apparently means that private methods of financing the business must 
be evolved; and accordingly banking conferences have been in progress 
both in Washington and New York during the past month with a view 
to obtaining a co-operative agreement among bankers designed to 
support the export trade upon some reasonable level, even if not at its 
present high figure. The question at issue is apparently how far the 
United States is warranted in going with the financing of this trade, 
even assuming that the needed funds can be obtained from its citizens. 
What is proposed in effect is that this country shall part with very 
great quantities of goods, turning such goods over to European consum- 
ers but getting comparatively little in exchange. The effect of such an 
operation conducted upon the great scale now proposed is obviously 
and necessarily that of raising prices in the United States by two 
methods—that of rendering goods scarce, while credit or money or 
securities received in payment for the goods are relatively abundant. 
From the broad social standpoint this situation raises the question 
whether we can very well afford to aggravate the present high cost of 
living, or to see prices rise still further above their accustomed and 
normal level. On the other hand, the question how far European 
countries can wisely use such advances as it is proposed to make them 
is fairly to be raised. Considerable quantities of goods and capital 
can undoubtedly be wisely used in restoring the industrial capacity of 
Europe, but it would be easy to overdo the extension of credit, especially 
at a time when European business and manufacturing processes 
are in confusion and when the disturbance of markets and international 
trade is such as to cause great uncertainty regarding the future course 
to be taken by business, as well as the conditions under which competi- 
tion may be maintained. Some definite arrangement to finance the 
export trade will be necessary in the near future, since the heavy decline 
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of continental exchanges such as lire and francs, and the unsteadiness of 
sterling, make it evident that we cannot expect to see business firms or 
banks continue to become large owners of foreign currency or bills 
of exchange due to the apparently continuous depreciation to which 
they are all subject. 


COMPARATIVE PRICE TABLES 


A careful study of prices in the United States, England, France, 
Italy, and Sweden has been prepared for the Department of Commerce 
and the War Industries Board by W. C. Mitchell, M. L. Goldsmith, 
and F. K. Middaugh. These figures are drawn from international 
data representing the best available prices taking the average actual 
prices during the twelve months preceding the European War as a 
base figure. The chief conclusions from the comparisons of the English 
and American price movements are stated as follows: 


1. The war-time rise began about a year earlier in England than in the 
United States. 

2. The earlier advance in England opened a wide margin between the 
English and American price levels, which was fairly constant in 1915 and 
1916. 

3. The margin was cut down by the sudden upward spurt of prices in 
the United States when this country entered the war. 

4. But the margin became wider again in the latter half of 1917, when 
English prices continued to rise, while the American Government succeeded 
in keeping the price level nearly constant. 

5. The margin (between prices in England and in the United States 
during the war period) is much wider than that which prevailed before the 


6. The maximum rise of prices exceeded that in the United States by 
30 to 40 points, or, say, 15 to 20 per cent of the American index numbers. 


This comparative study has suggested to some the desirability of 
the development of an international price index designed for the purpose 
of obtaining a basis for the study of prices on a genuinely comparative 
footing. In order to get such an international index it would be neces- 
sary to standardize the lists of commodities and methods of computing 
index numbers in the several countries in order to assure practically 
uniform comparative methods. This would necessitate co-operation 
between the statistical offices of the several countries. It is believed 
that sométhing of the sort may be developed as an outgrowth of the 
present study whose results have just been outlined. 
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La liquidation financiére de la guerre. By HENRI CHARRIAUT and 
Ravot Hacavutt. Paris: Alcan, 1919. Pp. 96. 

By “financial liquidation” the authors mean the question of indem- 
nification of the allied nations by Germany. The study is a brief but 
very clear and dispassionate treatment of the issues involved in fixing 
the amount of the indemnity, its apportionment among the benefici- 
aries, and the financial procedure for levying, collecting, and disbursing 
it. Countries other than Germany in the Central Powers alliance are 
not mentioned. The first contention argued for is that Germany has 
suffered relatively much lighter losses, both material and human than 
- has France and in the absence of heavy indemnities has really won the 
war. The double inference is drawn that Germany can and should 
make such indemnification. As to the amount which ought to be paid, 
there are three theories: the American, of reparation for direct property 
destruction only; the English, of reimbursement for all damages and 
losses incurred in consequence of the war indiscriminately; and the 
French, that all damages and costs are a legitimate obligation, but that 
the losses due to destruction should fall in a preferred class or consti- 
tute a prior lien. In the French view it is only “punitive” idemnities 
beyond war costs which are immoral, and it was in this respect that 
Germany sinned in 1871. The assumption throughout is that on 
Germany alone rests the entire responsibility and guilt of the war; 
nor is any distinction made between the “autocratic”? Germany of the 
Kaiser and the Junkers and the present socialistic republic, though the 
point receives passing mention (p. 17). The danger of crippling Ger- 
many by an excessive levy—of starving the cow it is proposed to milk— 
is, however, emphasized; the amount to be demanded is what Germany 
can pay, ‘“‘only what is possible, but all that is possible.” The argu- 
ment of the book is copiously supported by representative quotations 
from sources supposed to represent the public opinion of various coun- 
tries. There is a very fair-minded discussion of the material damage 
suffered by France, admitting that some French estimates are greatly 
inflated. Follows a chapter surveying and classifying the means of 
payment available to Germany, but not giving numerical estimates. 
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The figure finally tentatively suggested for the indemnity, twenty 
billion dollars (the dollar being the most stable currency at present) 
is reached on the easy hypothesis that before the war Russia was pros- 
perous with a debt of about one-fourth this amount and that Germany 
should be able to support four times as much as Russia. It is rather 
grudgingly admitted that Germany cannot pay the debt in gold and 
consequently the Allies must ultimately take it in produce, wherefore 
they will have to allow Germany raw materials and trade opportunities! 
Also that it must be spread over a long term of years—fifty is the period 
suggested. We may note too that the subject of national debts and 
interest payments is treated in crude financial terms, little account 
being taken of the commodity significances of governmental dealings, 
or even of the difference between internal and external obligations. 

The latter part of the book deals with the apportionment problem, 
and in the reviewer’s mind the case of France against the other Allies, 
especially the United States, is morally much better made out than 
that against Germany. The view is of course not popular in this 
country, but it seems quite arguable that whether we wish to treat 
the war as a crusade in the interest of civilization or as a mere fore- 
sighted act of self-defense on our part, we are hardly justified in taking 
a narrowly selfish advantage of our accidental strategic position in 
regard to its burdens. It is clear, as these authors contend, that if 
the allied nations aided France, France saved them. France should 
certainly be reimbursed for the excess of her war costs; Germany can- 
not do it in any case, and it is questionable whether she is under any 
valid moral obligation to pay extreme penalties. The German people 
have probably suffered more already from the mistakes, or if preferred 
the crimes, of their rulers than has any one else. And it is to the inter- 
est of the world to give liberal institutions in Germany a fair oppor- 
tunity and all reasonable encouragement and not strangle the new 
régime with unbearable burdens. There is little chance for the domi- 
nance, either in this country or in Engiand, of that small body of liberal 
opinion which really thinks in terms of a better world-order; hence it 
is no doubt quite futile to raise the contention that the costs of the 
war should be regarded as a burden laid upon the civilized world as a 
whole, and of which we should bear our share. The actual proposals 
of Messrs. Charriaut and Hacault are very mild. They suggest that 
when the indemnity has been fixed, in the form of an annuity, its pro- 
ceeds should be made immediately available to the countries most in 
need through an inter-allied loan. The details are worked out at 
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length but are not of special interest. The authors seem to have little 
knowledge of America, where most of the bonds would surely have to 
be sold. They bring forward a lottery scheme in which in addition to 
four per cent interest, four-tenths of 1 per cent of the total principle 
would be distributed each year in prizes, according to the results of a 
drawing to be held in connection with the interest payments. 


F. H. Knicut 


UNIVERSITY OF CHICAGO 


Foreign Financial Control in China. By T. W. OvERLACH. New 
York: The Macmillan Company, 1919. Pp. xiii+295. 


In discussing Foreign Financial Control in China Mr. Overlach is 
attempting a peculiarly difficult feat in intellectual gymnastics. He 
seems to recognize fairly clearly for the most part that the political 
relations of China to the Great Powers find their foundation and sig- 
nificance chiefly in the interests of the captains of finance. Hence his 
title. But like his predecessors in this field of inquiry the basis of 
his approach to the subject is a politico-legalistic point of view. While 
one can scarcely blame him for not having been an economist, it may 
not be out of place to remark that his book calls attention to the almost 
complete failure of political economy to touch upon this important 
question. 

Mr. Overlach’s bias in favor of seeing things in terms of political 
formalities leads him to begin his book with the hair-splitting distinction 
between “spheres of influence” and “spheres of interest,” which enables 
him to preserve China’s (nominal) sovereignty. And throughout the 
book he displays the “historian’s fondness”’ for intimate knowledge of 
details and dates, carefully indexed and bibliographied; so that there 
is not much room left in his little volume for a discussion of the main 
problem. To be sure he does suggest in scattered phrases that foreign 
interest in China may be due to “overproduction of capital (in the 
business man’s sense)”” and overpopulation in the more advanced 
manufacturing countries. (One is inclined to compare the population 
of these western countries with China, and wonder if Mr. Overlach 
holds that capital leads to overcrowding.) And, after discussing the 
history of attempts at control by each of the six principal powers in 
China separately, he concludes from a review of their recent policies 
of co-operation that the prospects for future co-operation are bright. 
He shows his familiarity with the writings of some economists by 
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quoting Hobson in support of this conclusion. But he presumably 
does not get from Mr. Hobson his idea that the solution of Chinese 
fiscal problems is to be sought in a favorable balance of trade. On 
the whole it is safe to say that an understanding of his question, harmony 
versus conflict of foreign interests in China, must wait on a far more 
adequate analysis of the cultural situations of the several peoples 
involved, and especially of that phase of culture which is common in 
some measure to all of the Great Powers and which constitutes their 
interest in being powerful, i.e., in exercising foreign (financial) control. 

Mr. Overlach’s sanguine confidence that “‘a clearer vision in inter- 
national affairs would go far toward preventing further hostilities” 
sounds like a naive application of the Socratic identification of knowl- 
edge and virtue to the councils of the nations. But his “sympathetic 
view and attitude toward all the powers concerned, trying to give 
justice to each, instead of seeing things through the colored glasses of 
national ambitions” is a timely reminder of the Wilsonian liberalism 
which has latterly suffered eclipse. A failure on the part of the “‘inter- 
ests’ to see the ‘advisability of international financial co-operation 
and control’’ is certainly fraught: with danger for the future peace of 
the world. With a settlement of the Eastern question which allows 
Japan to get hooks into both of China’s flanks, and with the conse- 
quent possibility that this Prussia of the Far East may raise up a new 
and vaster kaiserdom to threaten the industrial ‘‘democracies’”’ of the 
West, the jingoes may rest assured that they have a real “yellow peril”’ 
to talk about. 


Morris A. CopELAND 


UNIVERSITY OF CHICAGO 


Economic Problems of Peace after War (Second Series). By W. R. 

Scott. Cambridge: University Press, 1918. Pp. xii+139. 

Professor Scott’s lectures are as penetrating in economic analysis 
as they are scholarly in historical allusion and distinguished in literary 
elegance. It is an old reproach that fiscal writing is either exact and 
dull, or pleasant and thin. But here is a political philosopher who 
can lay Grotius and Kipling under requistion on the same page, and 
an economic historian who mitigates sure familiarity with Petty and 
Davenant by easy use of Barclay and Burke. An envious reviewer 
may not even find solace in Sir William Harvey’s acrid comment upon 
Francis Bacon: “His Lordship doth think, speak, and write of Science— 
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as a Lord Chancellor.” For Professor Scott joins grace with meat, 
and in nice balance helps by his scholarship and charms by his style. 

Of the six lectures that make up the volume, the third, “The Finan- 
cial Burden of Today and Tomorrow,” is perhaps the most valuable. 
In carrying back the “all-loan” and the “all-tax” theories of war- 
financing to their respective beginnings, and in tracing the subsequent 
development of the contrasting doctrines, Professor Scott has not only 
thrown much needed light upon current discussion, but has made a 
real contribution to the history of public finance. So too the early 
pages of the essay on “Conscription or Proscription of Capital’’ pro- 
vide a secure historical perspective in a way that sheaves of excerpts 
and citations in less deft hands would fail to supply. The papers on 
“Mare Liberum—Aer Clausus”’ and ‘‘A League of Nations and Com- 
mercial Policy” are model examples of economic argument, pervaded 
by courageous optimism. The discussion of reconstruction and after- 
war finance leaves the reader blinking at the swiftness with which 
even now water is flowing under the bridge. 

Altogether one lays aside this little volume with approving assent 
to the titular designation of its author—“‘Adam Smith Professor of 
Political Economy in the University of Glasgow.” 


Jacos H. HOLLANDER 
THE Jonns Hopkins UNIVERSITY 


The Turnover of Factory Labor. By SUMNER H. SLIcHTER, Pu.D. 
New York: D. Appleton & Co., 1919. 


The author’s introductory characterization of his book explains 
better than I can the ground it is intended to cover. He says: 


Although nominally a study of labor turnover, the work is fundamentally 
a study of methods of handling men. The subject of handling men has been 
strangely neglected in works on management. These works deal fully with 
the organization for and methods of handling materials and controlling manu- 
facturing processes, such matters as purchasing, storing materials, planning, 
routing and scheduling work, the numerous devices for establishing simple 
and reliable central control over operations, but among the processes to be 
controlled the handling of labor is not included. The idea that a definite 
and well planned labor policy is as necessary as standardized methods of 
manufacturing, and that means are necessary to provide for the formulation 
and execution of such a policy, is lacking. The fundamental thesis of this 
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work is the neglected truism that a definite plan and specific responsibility 
for creating and executing the plan are as necessary in dealing with labor as 
in controlling manufacturing operations. 

By this explanation Mr. Slichter has forestalled one criticism only 
to run directly upon another. Admitting as he wisely does that his 
book is not simply a discussion of labor turnover, he is nevertheless 
guilty of an extraordinary misproportion in the development of his 
material. A full half of the book is devoted to the problem of labor 
turnover in its varying aspects, costs, amounts, and causes; and only 
the last 200 pages are left for the treatment of those subjects which he 
sees fit to group under “methods of reducing the turnover.” The 
fact is that Mr. Slichter starts with a premise which is perhaps more 
readily accepted outside of industry than within it. He assumes that 
the amount of labor turnover is an index of the efficiency of a plant’s 
personnel relations and of its whole labor policy. He agrees, in short, 
with the position of Professor Commons in his most recent book that 
“the scientific study of good will is, first of all, the accurate analysis 
of turnover and the apportionment of overhead costs to each element.” 
This conception errs because it over-simplifies the remedies for labor 
turnover and increases the temptation to think of labor turnover as a 
thing in itself—an independent objective phenomenon to be studied in 
isolation. 

As to the first of these points, the practical factory man who 
understands his figures is clear that he can never reduce to statistical 
computation and get an accurate numerical reflection of the attitude 
of the workers and their reasons for lack of interest or departure. Even 
to approximate an accurate understanding of the workers’ attitude 
from the labor turnover figures which exist it will be necessary to 
itemize them by departments, by jobs, by sex, by age of the worker, 
by wages paid, by length of employment, in order to get a satisfactory 
picture of the facts behind the figures. It will be further necessary to 
classify into ‘avoidable and unavoidable” causes. 

And with regard to the second point, the disposition is increasing 
among employment managers not to think of labor turnover as an 
objective entity, but simply as a more or less approximate symptom 
of ills, which have still to be diagnosed. In other words, to approach 
the whole problem of personnel administration through the avenue of 
labor turnover gives a misleading emphasis to a phenomemon which is 
in reality only a by-product of a complex set of causes. The important 
thing is not to elevate the by-product to such a conspicuous place, but 
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to develop an analysis of causes and an organization for coping with 
them which will reduce the by-product to an insignificant minimum. 

There is similarly in employment management workshops a decreas- 
ing concern about labor turnover costs. Certain broad estimates of 
cost may be valuable as educational weapons with which to argue the 
employer into changes of policy, but refinements in the cost keeping 
of labor turnover are being generally admitted to be worth less than 
the cost. Certainly to keep such costs currently would under ordinary 
circumstances be an unwarranted expense. 

Mr. Slichter’s treatment of labor turnover is exhaustive in the 
academic sense that many tables have been consulted and much data 
collected to prove that labor turnover does exist. But it is doubtful 
whether, if the author had had his eye on the employer, he would have 
stressed at such length what is today such a well-established fact. In 
the last half of the book where the remedies are considered, a careful 
and painstaking survey of existing methods is presented. The most 
serious criticism one would make of this part is one that is under the 
circumstances hardly fair; namely, that the remedies for labor turnover 
as here set forth sound as though the author were not completely con- 
vinced of their effectiveness. He speaks less as one who has seen them 
at work and helped them to work, than as one who has been told that 
they work. 

Mr. Slichter’s point of view is on the whole so liberal that one is 
surprised to encounter such sentences as the following: ‘‘ Monotonous 
work may be mitigated by hiring unintelligent immigrants,”’ and “The 
practices of unions which have attained decided power indicate that 
labor may be expected to pursue as narrow and selfish a policy as cap- 
ital.” These sentences are by no means typical, for in his final chapter 
Mr. Slichter says some penetrating and important things regarding 
the place of the employment surpervisor in the industrial world in its 
present state of conflict and competition. He makes plain his own 
position in two significant sentences which go to the root of the problem 
and present a valuable corrective to the over-sentimental attitude of 
“get together” with which some employers are regaling their workers. 
The author deserves explicit appreciation for the following important 
sentences: 


A liberal labor policy is needed in order that the inherent difference of 
interest between labor and capital may cease to give rise to a bitter struggle 
which poisons the (social consciousness) with hatred, envy, and suspicion 
and irapedes the development of social ideals. 
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But even the most enlightened labor policy cannot eliminate the conflict 
between labor and capital generally because it cannot eradicate the difference 
of interest which exists in the very nature of things between capital and labor 
due to the fact that capital is a buyer and labor a seller. 

Orpway TEAD 





Ports and Terminal Facilities. By Roy S. MAcELtwere. New York: 

McGraw-Hill Book Company, 1918. Pp. viii+315. 

This book is the outcome of a course of lectures given at the Columbia 
University School of Business. It is hardly a treatise on terminal facilities 
in general, but rather primarily a study of seaports in which rail facilities are 
discussed in their relationship to the work of the port as such. Of course, 
it is difficult to find a large rail terminal that is not also a seaport, or at least 
a port of inland navigation like Chicago, so that the problems of large rail 
terminals and seaports are very nearly coextensive. But in this case the 
harbor is clearly the dominant interest. 

In judging the quality of this book one lacks a standard of comparison. 
The author has a clear field, and his book should prove extremely useful as 
being virtually the only study of its kind directed primarily toward American 
conditions. 

Large parts of the book are written solely from the engineering and tech- 
nical standpoints and would not be of particular interest to the economist, 
but there is also a great deal of a truly economic character. The author 
discusses railway-rate practices as affecting the development of the port of 
New York, the union belt-line system, and the establishment of a lighterage 
system that fulfils a corresponding function, a system of store-door delivery, 
a policy of municipal improvements which are run at a loss, the relation of 
inland waterways to railways, the extent of terminal costs, and the use, 
arrangement and administration of free ports. To the reviewer the data on 
terminal costs seem particularly valuable, inasmuch as there is very little 
such material in easily available shape. This element may not be of the 
greatest significance in throwing light on how to organize a port efficiently, 
for its chief service in this respect is to emphasize the importance of the term- 
inal service and the huge expense for which it is responsible. Perhaps the 
greatest significance of such figures is in connection with railway-rate struc- 
tures rather than in connection with the improvement of our somewhat 
unsystematic harbor facilities. 


World-Power and Evolution. By ExttswortH HuntincTon. New 
Haven: Yale University Press, 1919. Pp. 287. 


When Mr. Huntington’s book Civilization and Climate was published, 
one reviewer took him gently to task for having been too temperate in his 
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claims as to the possible paramount importance of climate as a master of 
human destiny, arbiter of the fate of nations, and governor of the course of 
human progress. In the present book Mr. Huntington has apparently prof- 
ited by this criticism. The subject of the book is the effect of climate on 
economic prosperity and business activity, on health, on intelligence, on 
social progress in general, and on the rapidity of biological evolution from the 
very beginnings of things. In supporting his thesis of the supreme importance 
of climate, the author uses the method of statistical correlation, with results 
that are extremely interesting and may well be highly significant. 

He first undertakes to correlate health with business activity, and with 
mental power. Health is judged by figures of death-rates, taken almost 
entirely on the northeastern part of the United States. Mental power is 
evidenced by the results of civil-service examinations, and business activity 
by such things as bank clearings, the general price level, bank deposits, and 
immigration. The central feature here is a diagram in which are placed, one 
above the other, curves representing fluctuations over a period from 1870 
to 1910 of health, mental power and school attendance (both pushed to the 
left to allow for an assumed lag of one year), New York bank clearings 
(pushed to the left three years), general prices and national bank deposits 
(both pushed to the left four years) and immigration (pushed to the left five 
years). The purpose is to test the thesis that health is a cause of all these 
other factors, and the peculiar arrangement of the curves makes it impossible 
to use the same chart to test any other hypothesis. One wonders why 
deposits should lag four years and immigration five, apart from the fact that 
this appears to give the best correlation. It is perhaps to be wished that Mr. 
Huntington had presented his siatistical material in a form less definitely 
committed to the testing of his particular hypothesis, especially as this is a 
realm in which many things appear to be both causes and effects of each 
other. 

Having correlated prosperity with health, the author next studies how 
health is affected by climate, illustrating his results with “‘climographs” 
showing what degrees of temperature and humidity appear to be accompanied 
by favorable, or by unfavorable, effects on the death rate in different regions 
and for different races. He finds that the best conditions in the general 
tun of cases appear to center about 64 degrees of temperature and 80 degrees 
of humidity. Humidity appears to be more often too low than too high, and 
it appears to make more difference at low than at high temperatures. Tem- 
peratures both above and below the best level can apparently be borne better 
if the humidity is high, but this is peculiarly true of temperatures below the 
average. The author claims that if our houses were kept properly humid 
in winter we would not want the over-high temperatures of 70 degrees and 
more which prevail in America. He also has data indicating that variability 
of temperature in itself makes for health. Thus the conditions of a good 
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climate are laid down: temperature ranging near 64 degrees, high humidity, 
and frequent variations without prolonged extremes of heat or cold. 

The next large division of the book delves into the mysteries of biological 
evolution and attempts to correlate the “pulse of life’—the number and 
importance of new species formed—with climatic fluctuations. The discus- 
sion is highly interesting, but appears to a layman to rest upon somewhat 
speculative evidence, in the charting of which the personal equation of the 
investigator has wide scope. 

The book ends with discussions of particular countries: Rome, Turkey, 
and Germany and her neighbors, together with a final map charting the 
distribution of civilization throughout the world as compared to the distri- 
bution of climatic conditions favorable to human energy. The correspond- 
ence is close and does not seem to depend on warping the civilization chart 
to fit the author’s climatic theory. 

All in all, the author presents a case worthy of serious consideration, 
but it would be highly desirable to have data based on a wider range of evi- 
dence and so correlated as to show to what extent they lend themselves to 
various rival hypotheses in any given case. 





